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Message  to  Members 


Museum  President  David  Cowen  outside  the  Museum  entrance, 
where  new  signage  has  dramatically  enhanced  the  Museum’s  visibility. 


By  David  J.  Cowen , 

President  and  CEO 

We  have  been  living  in  difficult 
economic  times,  and  the  Museum  has 
not  shied  away  from  tackling  tough 
financial  issues  head  on.  Our  current 
“Scandal!”  exhibit  shows  that  recent 
problems  — like  Bernard  Madoff’s 
Ponzi  scheme  and  Enron’s  devastating 
collapse  — are  nothing  new.  Unfortu- 
nately, similar  events  have  occurred 
throughout  our  nation’s  history.  And 
our  “Tracking  the  Credit  Crisis” 
exhibit,  a multi-panel  60  foot  long 
and  12  foot  high  explanation  of  cur- 
rent events,  is  sadly  still  expanding.  In 
these  trying  times  it  is  appropriate  to 
seek  out  the  best  wisdom  we  can  find, 
and  to  that  end  the  Museum  has  made 
significant  strides  this  summer. 

We  recently  joined  forces  with 
some  of  the  wisest  luminaries  in  the 
financial  world,  and  in  September 
we  announced  the  formation  of  an 
advisory  board  under  the  stewardship 
of  co-chairs  John  Whitehead  and  Bill 
Donaldson.  While  the  advisory  board 
remains  in  formation,  other  financial 
leaders  who  have  accepted  membership 
include  Jack  Bogle,  Parker  Gilbert,  Bill 
Gross,  William  Harrison,  Henry  Kauf- 
man, Henry  Kravis,  Duncan  Nieder- 
auer,  Peter  Peterson,  Charles  Schwab, 
Walter  Shipley,  George  Soros,  Daniel 
Tully  and  Paul  Volcker. 

The  advisory  board,  which  is  sched- 
uled to  hold  its  initial  meeting  in 
October,  will  underscore  the  historical 
importance  of  the  nation’s  financial 
industry  and  its  role  in  the  global  econ- 
omy, and  will  provide  counsel  on  the 
future  direction  of  the  Museum.  We 
are  pleased  that  this  group  will  provide 
us  thought  leadership  as  we  continue 
to  stay  on  the  forefront  of  financial 
education  and  tackle  the  issues  con- 


fronting our  country  in  the  current 
difficult  economic  environment. 

On  a personal  note,  I have  now 
completed  one  year  at  the  Museum. 
Upon  reflection  I realize  that  the  advi- 
sory board  is  just  one  of  many  positive 
changes  the  staff  and  board  have 
accomplished.  Other  changes  include 
a vastly  improved  street  presence  high- 
lighted with  the  Museum  flag  on  the 
building  and  prominent  exterior  sig- 
nage, and  the  move  of  the  Museum 
Shop  to  a first  floor  presence  which 
has  opened  up  valuable  gallery  space. 
The  new  Financial  Education  Center 
is  operational  with  15  classes  featur- 
ing our  senior  lecturers  Richard  Ander- 
son, Greg  Brennan,  Suzanne  Mat- 


thews, Nick  Moustakis  and  Harley 
Spiller.  New  exhibits  in  the  past  year 
have  included  “Scandal!,”  “America’s 
First  IPO”  and  “Actien  Handel.”  Look 
in  the  near  future  for  a hedge  fund 
exhibit,  a jeweled  Monopoly  set  dis- 
play on  loan  from  the  Smithsonian 
Institution  and  a new  traveling  exhibit. 
In  the  next  month  we  will  also  launch 
a Downtown  Culture  Pass  with  the 
other  local  museums,  enabling  visitors 
to  purchase  three-day  passes  that  will 
include  unlimited  admission  to  most 
of  the  museums  and  historic  sites  in 
Lower  Manhattan.  These  are  but  a 
few  of  the  significant  changes  happen- 
ing at  the  Museum.  Stay  tuned  for 
more.  BD 
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Museum  Acquires  Frazier 
Collection  of  Books  and  Prints 


By  Leena  Akhtar, 

Director  of  Exhibits  and  Archives 

The  Museum  is  pleased  to 
announce  that  it  is  home  to  the 
James  L.  Fraser-CFA  Institute  Collec- 
tion, which  consists  of  several  hundred 
historic  prints,  engravings,  drawings, 
newspapers  and  magazines,  as  well  as 
hundreds  of  books.  In  addition  to  a 
number  of  rare  engravings  and  prints, 
one  of  the  highlights  of  the  collection 
is  a lot  of  over  200  Puck  magazines. 

Puck  was  published  in  St.  Louis  and 
ran  from  1871  to  1918.  Each  cover 
and  center  spread  featured  a full-color 
cartoon,  which  satirized  and  carica- 
tured political  and  social  issues  of 
the  day.  Robber  barons  of  the  Gilded 
Age  featured  prominently  in  many  of 
these,  and  the  cartoons  offer  us  insight 
into  how  the  public  viewed  some  of 
the  biggest  names  in  finance  in  the  late 
1 9th  century. 

The  print  shown  here  depicts  Jay 
Gould,  and  is  a commentary  on  how 
he  used  his  private  press,  trickery, 
false  reports  and  general  unscrupu- 
lousness to  manipulate  the  markets 
and  knock  down  small  operators, 
speculators,  inexperienced  investors, 
curbstone  brokers,  bankers  and  stock 
dabblers  on  Wall  Street,  no 
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“America’s  First  IPO”  Exhibit  Opens 


By  Becky  Laughner, 

Assistant  Director  of  Exhibits  and  Archives 

On  September  15,  the  Museum  opened  “Amer- 
ica’s First  IPO,”  an  exhibit  on  the  country’s  first 
public  company,  the  Bank  of  North  America,  and 
the  origins  of  the  US  stock  market  featuring  some 
of  the  nation’s  most  important  founding  financial 
documents. 

The  exhibit  draws  from  documents  owned  by 
financial  document  collector,  Ned  W.  Downing, 
and  the  book  he  wrote  which  details  the  forma- 
tion of  the  Bank  of  North  America’s  first  stock 
offering.  What  makes  the  Bank’s  founding  so 
interesting  is  that  it  occurred  hand-in-hand  with  a 
critical  loan  from  France  to  George  Washington, 
which  played  a decisive  role  in  the  Revolutionary 
War,  contributing  to  the  patriot  victory. 

On  the  unique  relationship  between  the  pri- 
vate and  public  sectors  highlighted  in  the  exhibit, 
my  co-curator  and  Nef  Family  Chair  of  Political 
Economy  at  Augustana  College,  Robert  Wright, 
said,  “Americans  need  to  understand  that  solu- 
tions to  our  most  pressing  problems  require 
governments  and  corporations  to  work  together 


(Right)  Loan  certificate  printed  by  Benjamin  Franklin  for 
500,000  livres  of  18  million  livres  loaned  to  the  US  from 
France  between  1 778  and  1 782.  (Bottom)  Earliest  known 
American  stock  certificate  made  to  “John  Carter,” 
also  known  as  John  Barker  Church,  1783. 
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The  earliest  knou-tt 
Colonial  American  security. 


and  not  to  pull  in  opposite  directions. 
The  formation  of  the  Bank  of  North 
America  as  a joint  government-pri- 
vate venture  during  the  Revolution's 


darkest  hours  show  that  the  Found- 
ers understood  that  getting  the  right 
things  done,  and  done  right  quickly, 
should  trump  ideological  and  partisan 
bickering.” 

The  exhibit  features  such  unique 
documents  as  the  first  US  federal 
bond  issue,  the  earliest  bank  check 
in  the  public  domain  and  the  earliest 
known  American  stock  certificate,  to 
name  a few. 

Also  featured  are  the  beautiful  mar- 
ble-edged securities  and  bills  printed  by 
Benjamin  Franklin.  Although  the  mar- 
bled paper  Franklin  used  originated  in 
France,  it  was  occasionally  copied  back 
in  the  colonies  and  Franklin's  grandson, 
also  a printer,  used  the  motif  as  well. 
Maura  Ferguson,  the  Museum's  assis- 
tant director  of  education,  designed  the 
exhibit  using  the  colors  and  patterns  of 
the  marbled  documents. 

Another  fascinating  aspect  of  this 
exhibit’s  subject  matter  is  the  interper- 
sonal relationships  between  the  men 
and  women  involved  in  these  historic 
events.  It  seems  that  every  name  signed 


or  mentioned  on  the  documents  is  in 
some  way  related  to  the  others.  To 
highlight  the  relationships  and  key  play- 
ers involved  in  laying  the  foundations 
of  America's  modern  financial  system, 
the  exhibit  includes  an  interactive  his- 
torical social  network,  a medium  that 
should  resonate  with  the  Museum’s 
many  young  visitors.  Another  interac- 
tive allows  visitors  to  explore  some  of 
the  exhibited  documents  beyond  what 
is  offered  in  the  label  text. 

“America’s  First  IPO”  will  be  on 
display  through  March  201  1 in  a new 
1,500  sq.  ft.  gallery  on  the  Grand 
Mezzanine  level  of  the  Museum's 
home  at  48  Wall  Street,  the  area  that 
was  formerly  occupied  by  the  Museum 
Shop.  The  Shop  has  moved  into  its 
new  home  on  the  ground  floor.  Please 
stop  by  to  visit  the  new  location  and 
pick  up  a copy  of  Ned  Downing’s  new 
book.  The  Revolutionary  Beginning 
of  the  American  Stock  Market , which 
the  Museum  published  to  compliment 
this  exhibit.  HD 


Corporate  and  Foundation  Support 


The  Museum  is  most  grateful  for  the 
support  of  the  following  corporations 
and  foundations  who  have  generously 
provided  funding  for  the  Museum  in 
the  past  year. 

• A8cE  Television  Networks 

• American  Express 

• Black  Rock,  nc. 

• Bloomberg 

• Bridgewater  Associates 

• Broadridge  Financial  Solutions,  Inc. 

• Carter,  Ledyard  & Milburn,  LLP 

• t he  CFA  Institute 

• 1 he  Charles  Schwab  Corporation 

• CME  Group 

• Consolidated  Edison  Co. 
of  New  York 

• Curtain  Foundation 

• David  N.  Deutsch 
8c  Company  L.LC 

• FLAG  Capital  Management 


• Friedman  Family  Foundation 

• Goldman  Sachs  & Co. 

• The  Guardian  Life  Insurance 
Company  of  America 

• Henry  8c  Flaine  Kaufman 
Foundation 

• Herzog  8c  Co.,  Inc. 

• 1GS  Energy 

• 1NG  Americas 

• Institute  for  Private  Investors 

• KCG  Capital  Advisors 

• Makovsky  + Company  Inc. 

• I he  McGraw-Hill  Companies 

• Morgan  Stanley 

• National  Madison  Group 

• NEMCO  Brokerage,  Inc. 

• I he  Northern  Trust  Company 

• NYSE  F.uronext 

• NYSE  F.uronext  Foundation 

• Peter  G.  Peterson  Foundation 

• Peter  Jay  Sharp  Foundation 

• Ripplewood  Holdings 


• R.W.  Pressprich 

• Saber  Partners,  LLC 

• Savbrook  Capital 

• Security  Traders  Association 

• Securities  Industry  and 
Financial  Markets  Assn. 

• Shenkman  Capital  Management 

• Standard  & Poors 

• Muriel  Siebert  8c  Co.,  Inc. 

• UBS 

• Wells  Fargo  8c  Company 

• Winans  International 


For  information  about 
participating  in  the  Museum’s 
corporate  membership  program 
please  contact  Jeanne  Baker 
Driscoll,  Director  of 
Development,  at  212  908-4694 
or  jdriscoll@moaf.org. 
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Museum  Shop  to  Host  Second  Annual  Soiree 


By  Alan  Hurley,  Shop  Manager 

The  Museum  will  again  have  the 
opportunity  to  reflect  on  the  art  of 
money  and  Wall  Street  as  the  artists 
and  authors  of  the  Museum  Shop  par- 
ticipate in  the  second  annual  Soiree. 
The  Soiree  II  will  be  held  on  Tuesday, 
November  9,  2010  on  the  Grand  Mez- 
zanine level  of  the  Museum  from  5-7 
pm.  Several  of  the  Museum  Shop’s 
artists  and  authors  will  be  on  hand  to 
meet  the  members  and  friends  of  the 
Museum  and  to  discuss  their  projects 
and  autograph  copies  of  their  works. 

The  Soiree  was  created  in  2009 
to  celebrate  the  many  artists  and 
authors  whose  works  are  featured  in 
the  Museum  Shop.  The  highlight  of 
the  inaugural  event  was  the  attendance 
of  Lesea  Newman,  granddaughter  of 
the  American  muralist  James  Monroe 


Hewlett.  In  1927,  the  Bank  of  New 
York  commissioned  Hewlett  to  cre- 
ate the  eight  murals  on  the  history  of 
American  finance  and  business  that 
adorn  the  interior  walls  of  the  Grand 
Mezzanine  banking  hall,  which  now 
houses  the  Museum's  exhibits.  The 
Museum  presented  Lesea  with  a framed 
reproduction  of  the  murals  designed  for 
the  occasion  by  Presentation  Graph- 
ics of  Baltimore  with  photography  by 
Museum  Shop  artist  Ellen  Fisch. 

Participants  in  the  2009  Soi- 
ree included  Johnny  Swing  (interior 
designer/sculptor),  Mike  Rollins  (oil 
painter),  Lori  Savastano  (oil  painter), 
Ellen  Fisch  (photographer),  Scott 
LaPerruque  (still  life  photographer), 
Naima  Rauam  (watercolorist),  Albert 
Crudo  (mixed  media)  and  Hedy  Page 
(painter/mixed  media).  Participat- 
ing authors  included  Robert  Gambee 


(Wall  Street  Financial  Capital),  Mat- 
thew Fink  (The  Rise  of  Mutual  Funds), 
Dorothy  Laager  Miller  (New  York  City 
in  the  Great  Depression:  Sheltering  the 
Homeless),  Ken  Winans  (Investment 
Atlas),  and  Joanne  Medvecky  and  Bar- 
bara Rizek  (The  Financial  District’s 
Lost  Neighborhood). 

All  the  materials  from  the  Shop  and 
the  visiting  authors,  artists  and  ven- 
dors will  be  available  that  evening  at 
a 20%  discount  as  a pre-holiday  sales 
event.  Additionally,  purchasers  will 
receive  a 20%  Museum  Shop  discount 
for  their  next  visit. 

The  Soiree  II  is  free  and  open  to 
the  public,  and  refreshments  will  be 
served. 

For  additional  information  or  to 
RSVP,  please  contact  the  Museum  Shop 
at  shop@moaf.org  or  consult  the  Muse- 
um’s website  at  www.moaf.org.  ED 


Author  and  photographer  Robert  Gambee  (left)  and  artist  Naima  Rauam  at  the  Museum  s inaugural  Soiree  in  2009. 
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Museum  to  Display  Jeweled  Monopoly 
Set  and  Host  Tournament 


On  Friday,  October  15,  the  Museum 
will  unveil  the  display  of  an  18-karat 
solid  gold  Monopoly  set  covered  with 
hundreds  of  precious  gemstones,  on 
loan  from  the  Smithsonian  Institution 
National  Museum  of  Natural  History. 
The  Smithsonian  received  the  game  as 
one  of  19  jeweled  art  objects  from  the 
personal  collection  of  world-renowned 
artist  and  jeweler  Sidney  Mobell.  A 
long-time  resident  of  San  Francisco, 
Mobell  is  known  for  his  fanciful  and 
innovative  employment  of  everyday 
household  items  as  works  of  art.  The 
Mobell  Collection  of  Jeweled  Art  is 
now  part  of  the  US  National  Gem 
Collection. 

To  celebrate  the  unveiling  of  this 
unique  object,  the  Museum  will  host  a 


IS-karat  gold  Monopoly  game,  on  loan 
from  the  Smithsonian  Institution 
National  Museum  of  Natural  Histon'. 


press  conference  at  10  am  on  October 
15,  followed  by  Monopoly  tourna- 
ments for  children  and  adults.  The  first 
tournament,  scheduled  to  run  from 
10:15  am- 12  pm,  is  open  to  students 
under  the  age  of  18.  The  second  tour- 
nament, to  be  held  from  1-3  pm,  will 
be  open  to  adults  18  years  and  up. 


Both  tournaments  are  free  and  open 
to  the  public  and  will  be  available  on  a 
first  come,  first  served  basis.  Prizes  will 
be  awarded  to  one  winner  at  each  table. 
For  information  and  reservations,  please 
contact  Lindsay  Seeger  at  212-908- 
4 1 10  or  lseeger@moaf.org.  133 


Enterprise  & Industry 
Historic  Research 

Rigorous  research  and  resonant  writing  for  company 
histories,  web  sites,  and  custom  publishing 

Customized  media  training  courses 

Projects  of  any  size  undertaken  worldwide 
on  a fixed-fee,  hourly,  or  per-word  basis. 

Work  independently,  or  in  conjunction  with 
in-house  or  outside  communications  teams. 

Free  Initial  Consultation 

www.enterpriseandindustry.com 

office:  212-866-1 141  • mobile:  646-256-4486 
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Just  One  Question: 

Did  You  Calculate  the  Risk? 


By  Brian  Grinder  and  Dan  Cooper 

The  movie  Stalag  17  opens  with 
an  escape  attempt  from  an  Austrian 
POW  camp  during  World  War  II. 
Two  POWs,  Manfredi  and  Johnson, 
are  preparing  to  escape  through  a tun- 
nel that  has  been  secretly  constructed 
beneath  one  of  the  camp’s  latrines.  As 
the  two  would-be  escapees  go  through 
a last  minute  review  of  their  plans  with 
Hoffy,  the  barrack  chief,  and  Price, 
the  barrack  security  officer,  a skeptical 
POW  asks  a key  question.  Let’s  listen 
in  as  the  conversation  unfolds: 

PRICE  (to  Johnson):  Go  on. 
You’re  in  IJlm. 

JOHNSON.-  Once  in  Ulm  we  lie 
low  until  night,  then  we  take  a 
tram  to  Friedrichshafen. 

MANFREDI:  Once  in 

Friedrichshafen  we  steal  a row- 
boat, get  some  fishing  tackle, 
and  start  drifting  across  the  lake. 
Always  south,  till  we  hit  the 
other  side  — Switzerland. 

Sefton  has  gotten  out  of  his 
bunk,  and  is  picking  up  the  mar- 
garine lamp. 

SEFTON:  Once  in  Switzerland, 
just  give  out  with  a big  yodel  so 
we’ll  know  you’re  there.  It’s  a 
breeze,  boys. 

He  lights  his  cigar  butt  with  the 
margarine  lamp.  Manfredi  and 
Johnson  shoot  him  a nervous 
glance. 

HOFFY:  Stay  out  of  this, 
Sefton. 

SEFTON:  Just  one  question:  Did 
you  calculate  the  risk ? 


Sefton’s  question  is  met  with  silence. 

Manfredi  and  Johnson  make  the 
escape  attempt,  but  when  they  exit 
the  tunnel,  the  Germans  are  waiting 
for  them  with  a machine  gun.  Unfor- 
tunately for  Manfredi  and  Johnson, 
there’s  a spy  in  Barrack  4.  Of  course, 
everyone  in  the  barrack  erroneously 
believes  that  J.J.  Sefton  is  the  spy. 
It  doesn’t  help  Sefton’s  cause  when 
shortly  after  the  departure  of  Man- 
fredi and  Johnson,  he  bets  cigarettes 
against  almost  everyone  else  in  the 
barrack  that  they  won’t  make  it  out 
of  the  forest. 

Had  Sefton’s  question,  “Did  you 
calculate  the  risk?”  been  addressed 
to  anyone  working  on  Wall  Street 
during  1953  (the  year  Stalag  17  was 
released),  it  would  probably  have 
been  met  with  the  same  silence.  Risk 
was  definitely  something  to  be  consid- 
ered, but  not  in  any  sort  of  quantita- 
tive way.  However,  the  publication  of 
Harry  Markowitz’s  article  “Portfolio 
Selection”  in  March  of  1952  (the 
same  month  production  wrapped  up 
on  Stalag  1 7)  pointed  the  way  to  mea- 
suring risk  quantitatively.  Markowitz 
suggested  that  the  variance  of  returns 
could  be  used  to  measure  risk.  He  also 
developed  the  expected  return  — vari- 
ance efficiency  rule  (E-V  rule)  which 
states  that  investors  should  select 
investment  portfolio  combinations 
that  minimize  the  variance  of  returns 
(risk)  for  a given  level  of  expected 
return.  Today,  all  students  of  intro- 
ductory finance  are  familiar  with  the 
E-V  rule,  but  in  1952,  no  one  seemed 
to  be  interested  in  quantifying  risk. 

From  the  beginning,  Markowitz 
was  convinced  of  the  practical  impli- 
cations of  his  work.  In  “Portfolio 


William  Holden  (Sefton)  in  Stalag  17. 


Selection,”  he  wrote,  “Perhaps  — for 
a great  variety  of  investing  institutions 
which  consider  yield  to  be  a good 
thing;  risk,  a bad  thing;  gambling,  to 
be  avoided — E,  V efficiency  is  rea- 
sonable as  a working  hypothesis  and 
a working  maxim.”  In  spite  of  his 
efforts  to  show  the  practical  uses  of 
mean-variance  efficiency,  Wall  Street 
failed  to  pay  attention  to  Markowitz’s 
ideas  for  more  than  20  years. 

Fortunately  for  director  Billy 
Wilder,  Stalag  17  immediately  cap- 
tured the  attention  of  moviegoers  and 
made  about  $10  million  in  the  US  mar- 
ket. This  was  a great  relief  for  Wilder 
because  his  previous  film,  Ace  in  the 
Hole,  had  flopped  at  the  box  office. 
According  to  Wilder  biographer  Ed 
Sikov,  “Hollywood  filmmaking  was 
always  a big  crapshoot,  with  accent 
on  the  crap.  Before  Billy  unexpectedly 
threw  snake  eyes  in  May  of  195  I with 
the  release  of  his  latest  movie  | Ace  in 
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the  Hole],  he  had  stayed  on  top  of  the 
game  for  too  many  years.  He  was  get- 
ting bored  with  so  much  winning,  and 
he  needed  some  extra  risk  to  keep  the 
game  fresh.”  Although  Wilder  took 
plenty  of  risks  in  his  long  and  storied 
career,  he  was  usually  able  to  properly 
gauge  the  risks  he  was  taking.  This 
was  not  the  case  with  Ace  in  the  Hole. 
The  movie  chronicles  a cynical  news- 
paperman’s attempt  to  resurrect  his 
career  by  transforming  a routine  story 
about  a man  who  becomes  trapped 
when  an  old  mine  caves  in  on  him 
into  a sensational  news  event  designed 
to  capture  the  nation’s  attention.  The 
reporter  convinces  rescuers  to  use  a 
slower  method  to  rescue  the  victim  so 
that  he  can  have  time  to  build  up  the 
story;  thus  a rescue  that  should  have 
taken  a matter  of  hours  takes  days, 
and  a carnival  atmosphere  develops  at 
the  mouth  of  the  cave  as  the  reporter 
works  to  promote  the  story.  Eventu- 
ally the  trapped  explorer  dies,  and 
everything  unravels  for  the  reporter. 
Of  course,  the  news  media  hated  the 
Him.  Reviews  were  scathing,  and  audi- 
ences disliked  it. 

For  his  next  movie,  Wilder  needed 
to  carefully  calculate  the  risk.  Hav- 
ing done  so,  he  placed  his  bets  on  the 
Broadway  hit  Stalag  17.  It’s  usually  a 
safe  bet  to  bring  a successful  Broad- 
way play  to  the  big  screen,  but  Stiibg 
1 was  a challenge.  The  play  takes 
place  almost  entirely  within  the  tight 
quarters  of  a prison  barracks  with  an 
all  male  cast.  Actor  William  Holden, 
who  played  Sefton  in  the  movie  ver- 
sion of  StiiLig  I , went  to  see  the  play 
and  told  NX  ilder,  “I  walked  out  on 
the  Hrst  act.  I just  didn’t  Hnd  it  very 
exciting.  Wilder,  however,  rewrote 
the  entire  script  with  the  help  of 
screenwriter  Edwin  Blum.  While  the 
original  play  opens  on  the  morning 
after  Manfredi  and  Johnson’s  escape 
attempt.  Wilder  starts  his  adaption 


on  the  night  of  the  attempt.  This  gives 
him  the  opportunity  to  effectively 
introduce  the  conflict  between  Sefton 
and  the  rest  of  the  POWs  and  allows 
him  to  give  Sefton  the  interesting  line 
about  calculating  risk,  which  Wilder 
himself  almost  surely  wrote. 

In  the  movie,  Sefton  comes  off 
as  a self-serving  entrepreneurial  type 
whose  highest  goal  in  life  is  his  own 
personal  comfort.  To  attain  that  com- 
fort, he  is  even  willing  to  trade  with 
the  German  guards.  He  defends  his 
actions  to  his  fellow  POWs  in  typical 
entrepreneurial  fashion,  “What’s  your 
beef  boys?  So  I'm  trading.  Everybody 
here  is  trading.  Only  maybe  I trade 
a little  sharper.  So  that  makes  me  a 
collaborator.”  When  Price  asks  him 
why  he  was  so  sure  Manfredi  and 
Johnson  would  fail,  Sefton  replies,  “1 
wasn't  so  sure.  1 just  liked  the  odds.” 
Sefton  understands  risk  even  though 
he  can't  quantify  it,  and  lie's  willing 
to  take  risks  when  the  odds  are  favor- 
able. After  Sefton  exposes  the  bar- 
racks spy,  he  hatches  a plan  to  use  the 
spy  as  a decoy  while  he  and  another 
POW  escape.  He  explains  to  his  fellow 
POW  s,  “I  told  you  boys  I'm  no  escape 
artist,  but  for  the  Hrst  time,  I like  the 
odds.”  W ith  the  spy  exposed,  there  is 
no  one  to  tip  off  the  Kommandanr, 
and  Sefton  is  able  to  make  a success- 
ful escape. 

It  is  not  surprising  that  a movie 
about  World  War  II  produced  in  the 
1950s  would  suggest  that  risk  could 
actually  be  calculated.  The  war  itself 
pushed  business  and  industry  to  use 
more  quantitative  methods.  Econo- 
mist R.  Elberton  Smith  wrote,  “The 
tasks  of  converting  and  expanding 
facilities,  of  recruiting  training,  and 
utilizing  manpower,  of  discovering 
new  materials,  new  sources  of  supply, 
new  processes  of  production,  and  even 
the  new  end  products  of  war  produc- 
tion itself  provided  businessmen  with 


the  greatest  challenge  and  opportunity 
of  their  generation.  The  response  to 
this  challenge  was  the  application  of 
rational  and  scientific  methods  to  the 
solution  of  industrial  problems  on  a 
scale  never  before  attained.  Intensi- 
fied research  and  development,  job 
analysis,  engineering  planning,  quality 
control,  cost  accounting  and  analy- 
sis... became  the  heritage  as  well  as  the 
instruments  of  World  War  II.  The  new 
knowledge  and  experience  acquired 
by  business  executives  and  managers 
at  all  echelons  of  industry  constituted 
an  important  and  permanent  addition 
to  the  nation's  economic  resources  for 
peace  time  production.”  The  ensu- 
ing Cold  War  with  the  Soviet  Union 
only  served  to  further  the  use  of  such 
methods.  Operations  research,  which 
author  Justin  Fox  reminds  us  “played 
a crucial,  if  generally  unappreciated 
role  in  helping  the  Allies  win  World 
War  II,”  was  nothing  more  than  the 
application  of  statistics  and  math- 
ematics to  military  (and  later  busi- 
ness) decision  making.  Fox  describes 
Markowitz’s  “Portfolio  Selection”  as 
“a  landmark  marriage  of  operations 
research  and  investing.” 

Billy  Wilder  probably  never  calcu- 
lated variance  of  returns  in  his  life. 
Bur  as  an  astute  observer  of  major 
social,  political  and  economic  trends, 
he  was  well  aware  of  the  amazing 
accomplishments  the  Allied  forces  had 
achieved  with  the  help  of  number 
crunching  academics  such  as  Milton 
Friedman  and  Holbrook  Working. 
Perhaps  calculating  risk  was  not  just 
an  afternoon  matinee  fantasy. 

Stalag  17  is  an  unlikely  but  effec- 
tive resource  for  introducing  finance 
students,  or  anyone  interested  in 
finance  and  investing,  to  the  concept 
of  risk.  The  first  10  minutes  of  the  film 
include  Sefton's  infamous  line  about 

continued  on  page  38 
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Boom,  Bust  and  Crisis 

How  the  Colonial  Real  Estate  Crisis  of  the  1760s 
Turned  Sheriff  John  Morton  Into  a Rebel 


By  Robert  E.  Wright 

The  real  estate  bubble  that  burst  in 
2007-2008  was  not  America’s  first  or 
its  most  important  real  estate-related 
disaster.  That  dubious  distinction  goes 
to  a little  known  crash  that  began  in 
late  1763  that  fed  directly  into  the 
Imperial  Crisis  that  ultimately  cul- 
minated in  the  Revolutionary  War. 
The  callous  manner  in  which  British 
policymakers  responded  to  the  crisis 
apparently  induced  at  least  one  colo- 
nial lawmaker,  John  Morton  of  Ches- 
ter County,  Pennsylvania,  to  sign  the 
Declaration  of  Independence. 

The  drama  began  during  the  French 
and  Indian  War,  a global  conflagra- 
tion that  pitted  the  French  and  their 
Amerindian  allies  against  the  increas- 
ingly mighty  British  Empire.  Much 
of  the  initial  fighting  took  place  in 
the  New  World  and  invigorated  the 
habitually-sleepy  agricultural  econ- 
omy of  British  North  America.  Specie 
(gold  and  silver  coins)  rained  down 
on  the  colonial  economy  from  three 
sources:  British  military  expenditures, 
privateering  and  illicit  trade  with  the 
French  West  Indies.  Colonial  govern- 
ments added  to  the  bounty  by  printing 
prodigious  quantities  of  bills  of  credit, 
a form  of  fiat  paper  money  similar  to 
today’s  Federal  Reserve  Notes. 

The  big  infusions  of  cash  lowered 
interest  rates  and  made  credit  more 
available  because  nobody  expected  the 
colonies  to  go  off  the  specie  standard 
that  anchored  the  nominal  price  level. 


Portrait  of  King  George  III 


With  inflation  unlikely,  lenders  were 
enticed  to  put  their  caches  of  cash  out 
to  interest  on  generous  terms.  The 
allure  of  cheap,  easy  money  induced 
many  colonists  to  borrow,  some  to 
start  new  businesses,  others  to  con- 
sume foreign  luxuries,  and  yet  others 
to  purchase  land.  All  three  groups 
came  to  rue  their  decision  because 
they  borrowed  for  at  most  a few  years 
at  a time,  rendering  them  vulnerable 
to  interest  rate  increases.  As  editorial- 
ist “Another  Farmer”  put  it,  “very  few 
that  lend  out  money,  will  lend  it  for 
longer  time  than  a year.” 

The  old  adage  that  what  goes  up, 
must  come  down  does  not  always 
hold.  (Today,  persistent  inflation 


keeps  the  prices  of  everything  buoy- 
ant and  nobody  expects  healthcare 
costs  or  college  tuition  to  decline,  even 
in  inflation-adjusted  terms.)  It’s  quite 
true,  however,  that  assets  puffed  up 
by  unusually  low  interest  rates,  easy 
credit  conditions  and  overall  eupho- 
ria are  typically  doomed.  In  America 
following  the  end  of  the  French  and 
Indian  War,  land  prices  took  a cata- 
strophic tumble  when  the  money  that 
fueled  the  frenzy  fled  overseas  to  pay 
for  imports  or,  in  the  case  of  bills  of 
credit,  was  removed  from  circulation 
via  taxation.  At  the  same  time,  specie 
imports  dried  up  as  British  military 
expenditures  in  the  colonies  nearly 
ceased,  privateering  profits  plummeted 
and  the  Royal  Navy  cracked  down  on 
illicit  trading. 

Almost  overnight,  buy,  buy,  buy 
became  sell,  sell,  sell.  As  the  money  sup- 
ply slipped  away,  interest  rates  soared 
and  credit  became  difficult  to  obtain. 
Many  mercantile  businesses  soon  foun- 
dered and  mortgage  borrowers  found 
they  could  not  refinance  at  all,  much 
less  as  cheaply  as  expected.  Inevitably, 
real  estate  prices  gave  way.  In  1765, 
the  editor  of  The  New  York  Gazette  or 
Weekly  Post-Boy  claimed  that  “there 
is  such  a general  scarcity  of  Cash  that 
nothing  we  have  will  Command  it  & 
Real  Estates  of  Every  kind  are  falling 
at  least  one  half  in  Value.”  “I  know 
of  sundry  Estates,”  a New  York  mer- 
chant reported  late  in  1766,  “sold  for 
not  more  than  one  third  of  their  value 
owing  to  the  scarcity  of  money.” 
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As  real  estate  prices  drooped,  lend- 
ers understandably  became  wary  about 
being  caught  with  insufficient  collateral 
to  back  their  mortgage  loans  and  hence 
stopped  lending,  forcing  borrowers  to 
pay  the  principal  as  it  fell  due  or  face  a 
lawsuit.  An  anonymous  editorialist  in 
the  Virginia  Gazette  argued  that: 

...almost  a whole  People  are 
upon  the  Brink  of  Destruction. 
For,  what  else  can  we  expect  if 
every  Man  in  Debt  is  compelled 
at  this  Time  to  sell  off  his  Land 
and  Effects  to  satisfy  his  Credi- 
tors? When  the  circulating  Cash 
of  the  Colony  is  reduced  to  so 
low  an  Ebb,  that  an  Estate  which 
would  have  sold  four  Years  ago 
for  Ten  Thousand  Pounds,  can- 
not now  raise  Money  enough  to 
a Debt  of  three? 

Many  colonists  blamed  British  policy- 
makers for  their  plight.  It  was  bureau- 
crats in  London  who  kept  the  money 
supply  anemic  and  interest  rates  high 
by  outlawing  new  emissions  of  legal 
render  bills  of  credit  and  cracking 
down  on  trade  routes  that  would  have 
brought  coins  to  the  colonies. 
“Another  Farmer”  noted  that: 

Relations  of  this  kind  may  seem 
strange  in  a province ...  where, 
six  or  seven  years  ago  (during  the 
wartime  real  estate  bubble],  our 
wealthy  people  were  catching  at 
every  opportunity  of  letting  out 
their  money  on  good  security,  on 
common  interest.  But  the  wonder 
will  cease,  when  we  consider  that 
out  of  jC,600,(X)()  paper  money, 
then  current  among  us,  (exclu- 
sive of  gold  and  silver)  we  have 
only  about  £ 1 90,000  left,  and  all 
our  gold  and  silver  sent  home. 

I he  editorialist  then  explicit! v blamed 

the  continuation  of  poor  economic 

conditions  on  King  and  Parliament 

for  passing  the  i Currency  Act  and 

other  laws  that  he  called  “incompat- 

ible...with  the  rights,  liberties  and 

privileges  of  English  sub|ects.” 


When  the  Stamp  Act  threatened  to 
withdraw  yet  more  money  from  the 
cash-starved  economy,  many  colonists 
could  take  no  more.  As  one  put  it: 

I must  observe  that  it  is  not  the 
Stamp  Act  or  New'  Duty  Act 
alone  that  had  put  the  Colonies 
so  much  out  of  humour  tho  the 
principal  Clamour  has  been  on 
that  Head  bur  their  distressed 
Situation  had  prepared  them  so 
generally  to  lay  hold  of  these 
Occasions,  [emphasis  added) 

The  ineffectual  and  mean-spirited  way 
that  British  policymakers  responded 
to  the  crisis  also  pur  many  other 
colonists  in  an  ill  humor  toward  the 
Mother  Country.  As  editorialist  “A 
Lover  of  Pennsylvania”  told  the  Penn- 
sylvania Chronicle  in  January  1768: 

The  burthens  of  the  late  war, 
have  greatly  enhanced  our  debts, 
and  we  are  deprived  of  the  means 
of  satisfying  those  debts,  by  the 
late  regulations  on  our  trade; 
restricting  our  iron  and  some 
other  manufactures;  prohibiting 
our  making  paper  money,  and 
laying  duties  on  other  articles 
we  cannot  well  do  without.  And 
1 would  now'  ask,  in  the  softest 
and  tenderest  manner,  is  it  nor 
unparent-like?  Is  it  not  unnatu- 
ral? It  is  not  inhuman?  Is  it  not 
cruel  beyond  description? 

I he  postwar  macroeconomic  crisis 
apparently  radicalized  at  least  one 
signer  of  the  Declaration  of  Indepen- 
dence, John  Morton.  After  serving 
as  a delegate  to  the  Stamp  Act  Con- 
gress, Morton  left  the  Pennsylvania 
Assembly  for  three  years  to  serve  as 
C hester  County  sheriff.  Traditionally, 
sheriffs  enforced  property  rights  and 
hence  were  seen  as  pillars  of  local 
credit  and  global  commerce.  By  the 
late  1 760*,  however,  many  colonists 
began  to  portray  them  as  tools  of  Brit- 
ish oppression,  of  thieves  who  seized 
the  businesses  and  homes  of  respect- 
able citizens  caught  up,  through  no 


fault  of  their  own,  in  an  economic 
maelstrom  perpetuated  by  Parliament, 
King  George  III,  and  their  minions  on 
the  Board  of  Trade.  In  late  176I * * * * * 7,  for 
example,  a writer  in  the  Pennsylvania 
Chronicle  argued  that  many  sheriff’s 
sales  were  occurring  “not  for  want  of 
industry  and  assuidity ...  but  for  want 
of  a currency,  which  it  is  impossible 
for  him  to  reach.”  He  continued: 

This  is  not  a sudden  but  a grow- 
ing evil;  complainings,  removals 
to  other  colonies,  bankruptcies, 
executions,  sales  by  the  sheriffs, 
Nc.  have  been  for  a considerable 
time  too  frequent  amongst  us; 
nor  have  1 observed  any  mea- 
sure undertaken,  or  any  scheme 
proposed  ...  for  our  relief  (except 
the  petitions  sent  home  for  a 
repeal  of  the  act  for  restraining 
the  colonies  from  making  paper 
money,  which  petitions  have 
hitherto  proved  ineffectual.) 

Most  of  Morton’s  private  papers  w'ere 
destroyed  long  ago  so  scholars  are  not 
privy  to  his  innermost  thoughts.  But 
his  actions  speak  loudly.  Soon  after 
becoming  sheriff  in  late  1766,  Morton 
advertised  the  auction  sale  of  216 
acres  in  East  Fallowrield,  100  acres  of 
“choice  good  land”  in  New  London, 
150  acres  in  Charleston  township, 
150  acres  with  a “good  house,  barn, 
stables,  two  good  orchards,  and  a 
large  quantity  of  good  meadow,”  in 
West  Whiteland,  and  a town  lot  in 
Marcus  I look.  All  had  been  taken  in 
execution  by  his  predecessor,  recently 
deceased.  What  Morton  knew  about 
the  families  devastated  by  those  sales, 
nobody  knows.  But  as  the  long  lists 
of  sales  increased,  Morton  must  have 
known  some  of  the  debtors  intimately. 
The  list  of  residents  whose  propertv 
he  seized  and  sold  during  his  tenure  is 
almost  an  A to  Z of  Chester  County 
and  Morton’s  advertisements  at  times 
took  up  an  entire  column  in  the  Penn- 
sylvania Gazette. 

What  Morton  sold  may  also  have 
tugged  at  his  heart  strings:  Samuel 
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As  soon  as  the  colonists  removed  the  yoke 
of  British  oppression  they  began  issuing 
large  quantities  of  bills  of  credit,  including 
the  infamous  Continentals.  Until  ratifica- 
tion of  the  Constitution,  state  governments 
also  printed  paper  money,  like  these  bills  of 
credit  issued  by  Rhode  Island  in  denomina- 
tions of  one  to  10  shillings  in  1786. 
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Martin’s  wheat  in  the  ground;  the 
horse,  cattle,  and  furniture  of  John 
Huggins;  two  stacks  of  hay  belong- 
ing to  Amos  Jones;  the  “good  Negroe 
Man,  that  has  been  well  used  to 
work  in  a Forge,”  of  Job  Dicks; 
the  “two  lusty  strong  Negroe  men, 
good  farmers”  of  Peter  Valleau;  the 
“good  tan  yard”  of  James  Hunter; 
Joseph  Buffington’s  “feather  beds,  and 
bedding,  an  eight  day  clock,  look- 
ing glasses,  oval  tables,  desk,  [and] 
case  of  drawers”;  the  “fusee  and  rifle 
gun”  and  “snow  sleigh”  of  William 
Nublit;  the  sheep  of  John  Hamilton; 
the  effects  “too  tedious  to  insert”  for- 
merly owned  by  Simeon  Woodrow; 
or,  most  touching  of  all  perhaps,  the 
“Right  of  Dower  of  Lydia  Millard”  in 
a 100-acre  farm. 

Morton  handled  the  situation 
in  a fashion  that  Chester  County 
voters  appreciated.  In  an  advertise- 
ment in  the  Pennsylvania  Gazette  in 
1768,  Morton  noted  that  he  had  been 
elected  almost  unanimously  “at  the 
last  Election”  and  that  he  hoped  to 


win  re-election  because  he  was  “not 
conscious  of  having  disobliged  you.” 
In  fact,  evidence  suggests  that  Morton 
may  have  begun  helping  debtors  to 
re-title  their  property  before  he  could 
seize  and  sell  it. 

Of  course  Morton  would  still  have 
to  throw  his  constituents  into  debt- 
ors’ prison  if  they  could  not  repay 
their  lawful  debts.  Casting  neighbors 
into  jail  was  difficult  to  do  because 
early  prisons  were  such  horrid  places 
that  they  often  led  to  death.  Con- 
temporaries called  the  institution  a 
“human  slaughterhouse”  and  a “dis- 
mal cage,”  among  other  things.  The 
government  provided  shelter  only,  not 
food,  clothes,  and  so  forth,  so  want 
was  common.  In  1770,  for  example, 
seven  debtors  in  Manhattan’s  “New 
Gaol”  suffered  from  such  “Extreami- 
ties  of  Hunger”  that  they  longed  for 
death.  In  most  jurisdictions,  debtors 
were  crammed  together  with  common 
criminals,  increasing  both  the  prob- 
ability of  physical  violence  and  the 
spread  of  infectious  diseases.  In  1767, 


an  Anglican  minister  described  the 
prison  in  Charleston,  South  Carolina 
as  12  feet  square  and  jammed  with  16 
people.  A person,  he  claimed,  “would 
be  in  a better  Situation  in  the  French 
Kings  Gallies,  or  the  Prisons  of  Turkey 
or  Barbary,  than  in  this  dismal  place.” 
In  February  1767,  Reverend  Ogil- 
vie  of  Trinity  Church  in  Connecticut 
beseeched  his  parishioners  to  reflect 
upon  the  “calamitous  Situation  of  the 
poor  unhappy  confined  Debtor”  and 
to  immediately  bring  them  “wood  and 
other  Necessaries  for  their  Relief.” 
Later  that  same  year  an  editorialist 
called  debtors’  prisons  “loathsome 
places  ...  filled  with  every  corruption 
which  poverty  and  wickedness  can 
generate  between  them.” 

During  Morton’s  tenure  as  sheriff, 
many  colonists  voiced  strong  doubts 
about  the  efficacy  of  imprisoning 
debtors.  Some  earlier  writers  had  done 
likewise  but  not  until  large  numbers  of 
reputable  people  ended  up  in  confine- 
ment through  no  fault  of  their  own 
did  public  sentiment  turn  decisively. 
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“What  greater  pain  can  a man  feel,” 
asked  an  editorialist  in  a January  1768 
issue  of  the  Pennsylvania  Chronicle , 
“than  the  apprehension  of  having  his 
goods  and  estate  taken  from  him  by 
execution,  and  perhaps  himself  shut 
up  in  prison  — thus  rendered  inca- 
pable of  providing  himself  and  family 
with  a morsel  of  bread!” 

According  to  an  editorialist  in  the 
October  30,  1766  issue  of  the  New 
York  Journal , debtors’  prisons  were 
bad  policy.  “By  this  inhuman  treat- 
ment," he  explained,  “an  unfortunate 
debtor,  whilst  in  prison,  is  render’d 
utterly  useless  to  society,  a burthen  to 
himself,  a charge  to  his  dear  wife  and 
children,  who  are  rendered  completely 
miserable.”  In  June  1767  a Rhode 
Island  author  also  argued  that  “the 
community  suffers  a daily  loss  of  so 
much  as  their  labour  is  worth,  all  the 
time  they  are  chained  down  to  involun- 
tary idleness,  many  of  them  in  the  most 
vigorous  and  useful  part  of  life.”  This 
writer  was  especially  worried  about 
the  effects  of  jail  on  those  “willing  and 


not  able"  to  pay,  an  increasingly  large 
percentage  of  those  incarcerated.  In 
November  of  that  same  year,  similar 
sentiments  appeared  in  the  New  York 
Journal.  According  to  that  author, 
many  of  those  not  paying  their  debts 
could  not  do  so  solely  because  of  the 
“decay  of  trade.”  “Is  it  not  amazingly 
strange,"  yet  another  editorialist  wrote 
m the  Boston  Chronicle  in  February 
1~69,  “that  in  this  country  so  much 
famed  for  the  liberties  ol  its  people,  the 
laws  should  suffer  private  persons  to 
indulge  their  resentment  and  revenge 
against  their  debtors,  so  far  as  to  con- 
iine them  in  prison,  and  immure  them 
for  life,  to  the  very  great  loss  and  dam- 
age of  the  public?” 

Even  though  he  may  never  have 
read  any  of  those  specific  articles, 
Morton  could  not  help  but  know  that 
community  sentiment  had  turned 
against  imprisoning  debtors.  Further- 
more, he  must  have  realized  that  slap- 
ping good  citizens  into  prisons  with 
high  mortality  rates  completed  the 
Lockean  trinity:  British  macroeco- 


nomic policies  stripped  colonists  of 
their  lives  as  well  as  their  liberty  and 
property.  As  it  became  clear  that 
many  of  the  King’s  other  policies,  the 
bailout  of  the  East  Indies  Company, 
the  Quebec  Act,  the  Coercive  Acts, 
and  so  forth,  evinced  similar  effects, 
independence  became  the  only  real 
choice.  In  July  1776,  Morton  unhesi- 
tatingly voted  for  and  signed  the  Dec- 
laration of  Independence.  He  died, 
still  in  the  service  of  his  country,  well 
before  the  outcome  of  the  war  he 
helped  to  launch  was  certain.  HD 
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William  R.  Travers,  Fred  Schwed,  Jr. 
and  the  Persistence  of  a Question 


By  Jay  Hoster 

On  a bright  sunny  day  William  R. 
Travers  was  on  his  yacht  at  Newport 
when  he  posed  a question  that  contin- 
ues to  reverberate  in  the  consciousness 
of  investors. 

Earlier  in  his  life,  when  Travers  was 
a young  man  in  Baltimore  running  a 
failing  business,  no  one  would  have 
been  inclined  to  predict  that  one  day 
he  would  be  a well-known  figure  in 
the  favorite  playground  of  high  soci- 
ety. Travers,  however,  was  undaunted 
by  his  early  lack  of  success.  He  paid 
off  his  debts  and  arrived  in  New  York 
in  1853  intent  on  pursuing  a career  in 
finance.  One  of  his  enterprises  was  a 
partnership  with  Leonard  W.  Jerome, 
an  important  figure  on  Wall  Street 
who  is  best  known  today  for  being  the 
grandfather  of  Winston  Churchill. 

Travers  was  bullish  on  the  stock 
market  at  the  start  of  the  Civil  War, 
but  Henry  Clews,  a 19th-century 
chronicler  of  Wall  Street,  noted  that 


“his  success  in  speculation  has  usually 
been  on  the  bear  side,  which  is  rather 
singular,  as  he  is  a man  of  such  a 
genial  disposition,  with  a kind  nature, 
an  inexhaustible  supply  of  sparkling 
wit,  and  always  brimful  of  humor.” 

At  the  time  of  his  death  in  1887 
The  New  York  Times  estimated  his 
net  worth  to  be  at  least  $3  million 
while  noting  that  “Mr.  Travers  was 
probably  the  most  popular  man  in 
New-York.  His  genial  good  nature, 
ready  wit,  and  thorough  ability  to 
appreciate  a joke  on  himself  endeared 
him  to  all.”  That  combination — a 
knack  for  acquiring  both  wealth  and 
friends — was  distinctive  among  well- 
known  Wall  Street  players  of  the  day. 

Travers  was  noted  for  his  quips, 
which  he  fired  off  with  a distinctive 
delivery  due  to  the  fact  that  he  stut- 
tered. When  a friend  told  him  that  he 
was  stuttering  more  in  New  York  than 
he  had  in  Baltimore,  Travers  replied, 
“Why,  yes,  of  course  I do.  This  is  a 
damned  sight  bigger  city.” 
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lirst  edition  of  Where  Are  the  Customers'  Yachts?,  published  in  1940. 


Clews  called  Travers  “one  of  the 
most  notable  men  of  Wall  Street  in  our 
time,”  but  he  was  also  the  target  of  his 
friend’s  wit.  Clews  was  the  founder  of 
a successful  brokerage  firm,  and  his 
bald  head  and  mutton  chop  whiskers 
can  be  seen  in  the  engraved  frontis- 
piece to  his  book  Twenty-eight  Years 
in  Wall  Street  (1887).  An  invitation  to 
Mrs.  William  k.  Vanderbilt's  costume 
ball  left  him  puzzled  as  to  what  he 
should  wear,  bur  Travers  had  some 
advice:  “Clews,  why  don't  you  sugar 
coat  your  head  and  go  as  a pill? 

But  it  is  the  quip  about  the  custom- 
ers’ yachts  that  will  always  be  the  most 
memorable  of  Travers'  comments.  1 he 
earliest  published  version  of  the  story, 
which  appeared  in  a Chicago  newspa- 
per and  was  reprinted  in  an  outdoors 
magazine  in  1885,  has  Travers  asking 
about  the  ownership  of  some  yachts  at 
Newport.  Learning  that  they  all  belong 
to  Wall  Street  brokers,  he  responds 
with  his  customary  stutter,  “Well, 
where's  the  customer’s  yachts?” 

Apart  from  the  grammatical  glitch, 
this  version  is  closest  to  the  account 
that  passed  into  Wall  Street  folklore. 
Clews  offered  a radically  different 
telling  of  the  story,  placing  Travers 
on  his  own  yacht  at  Newport  watch- 
ing a race  with  a group  of  bankers 
and  brokers.  Learning  that  the  racing 
yachts  belonged  to  well-known  Wall 
Street  brokers,  “he  appeared  thereby 
to  be  thrown  momentarily  into  a 
deep  reverie,  and,  without  turning  his 
gaze  from  the  handsome  squadron, 
finally  asked  his  distinguished  visitors, 
‘where  are  the  customers’  yachts?”’ 
Clews  added,  “Comment  would  be 
entirely  superfluous.” 

We  may  be  grateful  that  one  Wall 
Street  observer  felt  that  further  com- 
ment was  altogether  essential. 

In  1939  Forum  and  Century  maga- 
zine published  an  article  entitled  “The 
Wall  Street  Dream  Market”  written 
by  an  employee  of  the  brokerage  firm 
Edwin  Wolff  &:  Co.  The  author  cited 
“the  sinister  old  gag”  that  depicted 
Wall  Street  as  “a  street  with  a river  at 


one  end  and  a graveyard  at  the  other,” 
and  then  offered  his  own  observation: 
“This  is  pretty  neat,  but,  if  only  there 
were  a kindergarten  located  in  the 
middle,  it  would  be  even  neater.” 

Fortunately  Fred  Schwed,  Jr.,  did 
not  stop  there. 

In  a book  published  the  following 
year  he  honed  that  remark  to  yield 


a razor-sharp  edge:  “This  is  striking, 
bur  incomplete.  It  omits  the  kinder- 
garten in  the  middle,  and  that’s  what 
this  book  is  about.” 

The  title,  too,  had  changed.  As 
the  book’s  epigraph  Schwed  cited  an 
“ancient  story”  from  “the  dear  dead 
days  beyond  recall”  of  a tourist  in 
New  York  being  shown  the  yachts 
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at  anchor  at  the  Battery  belonging  to 
bankers  and  brokers.  ‘“Where  are  the 
customers’  yachts?’  asked  the  naive 
visitor.”  Overruling  the  author’s 
objections,  the  book’s  editor.  Jack 
Goodman  of  Simon  & Schuster,  put 
that  question  to  work  as  the  title. 

Where  Are  the  Customers’  Yachts ? 
or  A Good  Hard  Look  at  Wall  Street  is 
an  investment  guide  unlike  any  other, 
offering  the  wisdom  of  hard-earned 
experience  expressed  with  a comic  sen- 
sibility. It  has  earned  the  appreciation 
of  an  enthusiastic  and  knowledgeable 
cadre  of  readers.  “Many  years  ago,” 
Warren  Buffett  commented  in  1996, 
“ Where  Are  the  Customers’  Yachts?, 
[though]  a humorous  look  at  Wall 
Street,  dispensed  some  of  the  best 
investment  advice  ever  written.” 

Among  Schwed’s  accomplishments, 
two  in  particular  stand  out:  the  most 
concise  summary  ever  written  on  the 
fate  of  investing  booms  and  the  cre- 
ation of  a new  word. 

While  Charles  Kindleberger’s 
Manias,  Panics,  and  Crashes  remains 
required  reading  for  investors,  anyone 
pressed  for  time — very  pressed — can 
make  do  with  Schwed’s  severely  com- 
pacted commentary  on  the  subject. 
The  Schwedian  formulation  requires  a 
mere  three  words:  “Booms  go  boom.” 

The  word  that  Schwed  coined  to 
describe  investors’  obsession  with  stay- 
ing fully  invested  — rhinophobia — was 
based  on  a slang  term  for  money  dating 
back  to  the  17th  century.  For  investors 
afflicted  with  rhinophobia  “having  a 
sizable  cash  balance  in  an  account  for 
any  length  of  time  is  unbearable.  Sup- 
pose stocks  should  go  way  up?  They 
would  be  left  high  and  dry  with  noth- 
ing but  some  dirty  old  money.” 

The  Oxford  English  Dictionary,  the 
foremost  hunter-gatherer  of  English 
words,  has  ignored  Schwed’s  neolo- 
gism, but  Roger  Lowenstein  used  it  as 
a chapter  title  in  Buffett:  The  Making 
of  an  American  Capitalist. 

Schwed  came  to  Wall  Street  in  1927 
and  heard  the  familiar  joke  about  the 
customers’  yachts.  “So  did  everyone 


else  who  ever  got  such  a job,”  he 
noted.  His  educational  background 
was  sketched  out  in  the  dust  jacket 
bio  for  his  first  book,  Wacky  the 
Small  Boy,  a children’s  book  that  was 
published  in  1939:  “Fred  Schwed  Jr. 
has  attended  both  Lawrenceville  and 
Princeton  and  has  been  in  Wall  Street 
for  the  last  ten  years.  He  therefore 
knows  everything  there  is  to  know 
about  children.” 

The  “ten  years”  is  obviously  an 
approximation,  and  there  is  also  a bit 
more  to  Schwed’s  college  experience. 
Late  in  his  senior  year  at  Princeton 
he  was  booted  out  for  the  offense  of 
being  caught  with  a young  woman  in 
his  room.  He  received  his  BA  degree 
from  Columbia. 

Schwed  was  working  at  the  trading 
desk  when  the  market  went  haywire  on 
Black  Thursday  (October  24,  1929), 
although  as  he  recalled  20  years  later, 
“I  didn’t  happen  to  own  any  common 
stocks  to  speak  of,  unlike  the  bank- 
ers, brokers  and  bootblacks  of  the 
period.”  The  firm’s  clerk  at  the  New 
York  Stock  Exchange  shouted  into 
the  phone  that  he  couldn’t  get  any 
quotes.  This  was  a young  man  who 
ordinarily  affected  a wise-cracking 
style  in  reeling  off  the  latest  prices 
for  stocks,  but  on  that  day  he  told 
Schwed,  “The  floor  is  in  a state  of 
complete  demoralization!” 

The  deeper  demoralization  was  yet 
to  come.  “The  stock  market  during 
the  depression,”  Schwed  wrote,  “was 
like  a frail,  wan  patient,  growing  per- 
ceptibly frailer  and  more  wan  each 
pitiful  month.”  The  Dow  Jones  Indus- 
trial Average  didn’t  actually  reach  its 
low  until  July  8,  1932,  when  it  dosed 
at  41.22,  with  an  intraday  low  of 
40.56.  What  made  those  results  truly 
abysmal  was  a remarkable  statistic: 
on  the  first  day  of  its  existence  as 
a separately-constituted  index — May 
26,  1896  — the  DJIA  was  at  40.94. 

Where  Are  the  Customers’  Yachts? 
is  today  a staple  in  the  Wiley  Invest- 
ment Classics  series,  but  when  the 
book  was  published  in  I 940  a reviewer 


tossed  off  the  comment,  “Nowadays 
the  brokers’  cry  is,  ‘Where  are  the 
customers?’”  An  author’s  cry  as  well: 
in  his  introduction  to  the  Bull  Market 
Edition  of  1955  Schwed  observed,  “In 
my  travels  I have  found  that  the  num- 
ber of  people  who  know  of  this  book, 
but  have  never  happened  to  purchase 
a copy,  is  remarkable.” 

The  scarcity  of  copies  of  the  first 
edition,  noteworthy  for  a dust  jacket 
illustration  by  cartoonist  Peter  Arno 
that  is  not  included  among  the  art- 
work within  the  book,  would  appear 
to  confirm  the  author’s  complaint. 

Arno  depicted  a middle-aged  couple 
standing  on  a pier  gazing  at  a yacht 
steaming  away  in  the  distance.  They 
have  lost  everything — with  the  excep- 
tion of  a hat  perched  on  the  man’s 
balding  head  — as  their  bare  backsides 
and  ample  rear  ends  readily  attest.  Fif- 
teen years  later,  the  Bull  Market  Edi- 
tion offered  a far  more  restrained  dust 
jacket  design  even  as  stocks,  at  long 
last,  had  started  to  get  giddy.  Perhaps 
the  stock  market  and  the  satire  mar- 
ket— or  more  accurately,  that  small 
subset  of  satire  directed  at  the  task  of 
investing  in  equities — have  a tendency 
to  move  inversely. 

Schwed  remained  on  Wall  Street 
until  shortly  after  the  attack  on  Pearl 
Harbor,  and  when  he  returned  it  was 
as  a customer,  not  as  a professional. 
He  looked  at  his  own  investing  prow- 
ess with  the  same  unflinching  honesty 
that  he  had  earlier  directed  at  the 
Street.  In  1955  he  noted  that  “the 
common-stock  market  has  been  going 
up  for  fifteen  years  and  is  at  a new  high 
since  ancient  Rome.  Yet  I haven't  got  a 
Cadillac  to  my  name.” 

Schwed  admitted  that  he  had 
learned  too  well  the  lessons  of  the 
trading  desk  and  sold  stocks  when 
they  began  to  show  a profit.  “It  turns 
out  that  I should  have  just  bought 
them,  and  thereafter  I should  have  just 
sat  on  them  like  a fat,  stupid  peasant.” 
The  case  for  a buy-and-hold  strategy 
has  seldom  been  stated  so  succinctly. 

Concerning  the  source  of  the  quo- 
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tation  used  in  the  title,  Schwed  noted 
in  the  1955  edition  that  among  vari- 
ous readers  who  wrote  to  him  with 
accusations  of  plagiarism,  one  had 
taken  the  trouble  to  include  "a  photo- 
stat of  a periodical  called  The  Tattler, 
published  in  San  Francisco, 
in  the  year  of  my  birth.  The 
remark  had  been  murmured, 

1 read  with  fascination,  by  a 
Mr.  Travis,  a wit  who  was 
then  only  less  famed  than 
Wilson  Mizner.” 

Nothing  about  that  state- 
ment is  as  simple  as  it  might 
seem,  beginning  with  the 
actual  year  of  Schwed’s 
birth.  The  Library  of  Con- 
gress Cataloging-in-Publica- 
tion  Data,  which  normally 
offers  bedrock  certainty  on 
such  matters,  gives  the  date 
as  “1901  or  2.” 

In  an  introduction  to  a 
new  Wiley  edition  of  Where 
Are  the  Customers'  Yachts? 

Jason  Zweig  identified 
Travers  as  the  person  who 
uttered  the  celebrated  wise- 
crack. Wilson  Mizner  ( 1876- 
1933)  is  best  known  today 
for  his  work  as  a Broadway 
playwright  and  Hollywood 
screenwriter,  but  some  of  his 
less-than-respectable  pursuits 
included  cardsharping  and 
selling  soggy  real  estate  in 
the  great  Florida  land  boom 
of  the  1 920s  (whose  end,  of 
course,  is  explained  by  the 
Schwedian  formulation). 

Schwed  wrote  just  two  books  after 
Where  Are  the  Customers'  Yachts? — 
his  memoirs  and  a guide  to  watch- 
ing baseball.  He  made  his  home  in 
Rowayton,  CT,  for  a quarter  of  a cen- 
tury, but  after  having  a stroke,  resided 
in  a sanitarium  for  six  years  prior  to 
his  death  in  1966.  Through  his  most 
celebrated  book  — and  the  title  that 
he  opposed  — he  remains  permanently 
linked  to  Travers. 

Sadly,  one  of  Travers’  witticisms, 


much  acclaimed  in  his  day,  offers 
bullying  and  bigotry  on  full  display. 
The  incident  was  originally  recorded 
by  William  Worthington  Fowler  in 
1870,  who  claimed  to  have  witnessed 
it  personally,  and  Clews  offered  his 


own  version.  Fowler  told  the  story 
of  Travers  buying  some  stock  “while 
standing  on  the  curb-stone,”  while 
Clews  placed  the  transaction  on  New 
Street.  The  seller  appeared  to  be  Jew- 
ish and  Travers  demanded  to  know 
his  name.  “Jacobs,”  the  man  replied. 
“But  what  is  your  Christian  name?” 
Travers  asked.  “The  Hebrew  was 
non-plussed,”  Clews  wrote,  “and  the 
crowd  was  convulsed  with  laughter.” 

Depending  on  one’s  take  on  the 
matter,  it  may  be  viewed  as  a satisfying 


historical  comeuppance,  a redemptive 
experience,  or  simply  a splendid  cosmic 
joke,  that  Travers'  most  enduring  quip 
has  traveled  from  its  origin  in  a long- 
ago  day  of  yachting  at  Newport  into 
the  consciousness  of  modern  inves- 
tors as  a result  of  careful 
nurturing  by  Fred  Schwed, 
Jr.,  who  was — it  might  be 
mentioned  — a Jew. 

Travers’  success  on  Wall 
Street  allowed  him  to  pur- 
sue his  enthusiasms  else- 
where. As  president  of  the 
New  York  Athletic  Club 
he  oversaw  the  building  of 
an  elegant  clubhouse  and 
arranged  for  the  club  to 
purchase  an  island  in  Long 
Island  Sound  that  is  now 
called  Travers  Island. 

The  New  York  Times 
in  its  obituary  noted  that 
Travers  “was  formerly  one 
of  the  owners  of  the  Sara- 
toga race  track,  and  had 
much  to  do  with  the  success 
of  that  institution.”  Travers 
was  part-owner  of  the  horse 
Kentucky,  which  won  the 
first  Travers  Stakes  in  1864. 
The  Travers  remains  the 
high  point  of  the  racing 
season  at  Saratoga  and  is 
augmented  by  a schedule  of 
local  events  known  as  the 
Travers  Festival. 

Travers’  endorsement  of 
the  vigorous  life  is  not  some- 
thing that  Schwed  would 
have  been  tempted  to  follow.  An  edi- 
tor once  described  him  as  “well- 
rounded  in  both  physique  and  tal- 
ents,” and  when  he  was  pressed  by  his 
publisher  to  supply  a dust  jacket  bio 
for  his  memoirs,  Schwed  wrote  that  he 
was  “fond  of  good  clean  fun  if  anyone 
can  suggest  some  good  clean  fun  that 
does  not  cause  shortness  of  breath.” 
And  yet  one  can  readily  imagine  that 
Travers  would  have  been  content  with 

continued  on  page  J9 
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Collection  of  the  Skyscraper  Museum. 


By  Carol  Willis 

"Wall  Street"  is  both  a broad  metaphor  for 
the  American  center  for  global  finance 
and  a real  place  with  an  inordinately  rich 
history  layered  into  every  lot  of  its  nearly 
half-mile  length,  stretching  from  Trinity 
Church  on  Broadway  to  the  East  River. 
From  colonial  times,  when  the  first  bas- 
tions were  erected  to  mark  the  edge  of 
town,  Wall  Street  has  been  continuously 
transformed,  both  in  function  — from 
commercial  and  residential  to  finan- 
cial— as  well  as  in  scale.  Row  houses 
were  replaced  by  low-rise  banks,  then 


massive  high-rise  office  buildings.  The 
skyscrapers  that  line  Wall  Street  today 
represent  the  climax  species  of  an  intense 
urban  process.  Documenting  all  build- 
ings at  Wall  Street  addresses  since  1850, 
the  Skyscraper  Museum's  "Rise  of  Wall 
Street"  exhibition,  on  which  this  photo 
essay  is  based,  demonstrates  the  cycles  of 
growth  that  shaped  the  financial  district 
over  time,  charting  both  the  evolution 
from  small  to  tall  and  the  growing  girth  of 
buildings  enabled  by  new  technologies 
and  slow,  but  savvy  site  assembly. 

Wall  Street's  high-rise  history  illustrates 
and  exaggerates  the  typical  story  of  sky- 


scraper development  expressed  by  the 
value  of  land  and  the  demand  for  prime 
locations.  As  the  district  became  the  center 
of  finance  in  the  mid-19th  century,  Wall 
Street  lots  became  the  richest  dirt  on  earth, 
selling  at  the  highest  prices  per  sguare  foot 
ever  recorded.  The  multiplicity  of  small  lots 
and  continuous  occupation  for  more  than 
300  years  also  meant  that  Wall  Street's  big 
buildings  represented  the  most  expensive 
and  challenging  engineering  and  construc- 
tion projects  of  their  time.  'The  Rise  of  Wall 
Street"  explores  how  high  stakes  in  archi- 
tecture paralleled  financial  speculation  at 
the  heart  of  the  capital  of  capitalism. 


▲ i Wall  Street  aka  "The  Chimney  Building,"  Irving  Underhill,  1907.  Wall 
Street,  at  the  southern  corner  of  Broadway,  has  long  been  a prized  address.  In  1905, 
the  30  x 40  foot  lot  that  had  been  occupied  since  the  early  19th  century  by  a four- 
story  commercial  building  changed  hands  for  the  highest  per-square-foot  price  ever 
recorded  for  Manhattan  property:  $615. There  developers  constructed  the  slender 
18-story  "Chimney  Building,"  shown  in  the  photograph.  In  1928,  it  was  sold  to  the 
Irving  Trust  Company,  again  for  the  highest  price  recorded  to  date. 
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◄ i Wall  Street/Irving  Trust  Company 
Building,  1931.  Rendering  by  Chester 
B.  Price,  1930.  he  powerful  interests  of 
the  Irving  Trust  Company  purchased  1 Wall 
Street  and  the  neighboring  buildings  to 
consolidate  the  full  block  to  New  Street. 
The  site  was  still  narrow,  only  77  feet  on 
Wall  Street,  but  stretched  along  Broadway 
for  178  feet,  and  began  construction  in  1929 
on  the  great  50-story  Art  Deco  skyscraper 
designed  by  architect  Ralph  Walker.  The 
bank  leased  the  nth  through  45th  floors, 
but  kept  the  top  stories  for  executive 
offices  and  a lavish  boardroom. 


► Construction  progress  photograph 
of  40  Wall  Street,  November  11, 

1929.  The  period  of  intense  building 
activity  in  Manhattan  during  the  late  1920s 
produced  some  of  New  York's  most  famous 
skyscrapers,  as  well  as  some  of  the  fastest 
construction  projects  ever  built.  Masters  of 
speed  and  scale,  Starrett  Brothers  & Eken 
completed  the  70-story  Bank  of  Manhattan 
tower  at  40  Wall  Street  in  just  12  months 
in  May  1930.  One  year  later  they  topped 
themselves,  completing  the  102-story 
Empire  State  Building  in  just  13  months. 
Nevertheless,  Paul  Starrett  claimed  that 
40  Wall  Street  was  the  job  of  which  he 
was  most  proud. 


◄ North  side  of  Wall  Street,  looking 
east  past  William  Street,  c.  i860.  Wa 

Street's  cohesive  identity  as  the  financial 
district  dates  to  the  mid-i9th  century, 
after  much  of  the  street  was  rebuilt 
following  the  Great  Fire  of  1835.  Lining 
the  north  side  of  the  street  were 
important  institutions,  including  the 
near-twin  Greek  Revival  treasuries  of 
the  Merchant's  Bank  at  40  Wall  and  the 
Bank  of  America  at  44  Wall,  as  well  as 
the  stone-faced  Manhattan  Company 
Bank  and  Bank  of  North  America.  Across 
William  Street  at  48  Wall  stood  the 
ornate  four-story  Bank  of  New  York. 


Collection  of  the  Skyscr a per  Museum.  Collection  of  the  Skyscraper  Museum. 


◄ Demolition  photograph  of  Gillender 
Building,  May  19, 1910.  Multiple  office 
buildings  and  two  skyscrapers,  the  Gillender 
Building  and  the  Bankers  Trust  Tower,  have 
occupied  the  northwest  corner  of  Wall  and 
Nassau  Streets.  The  value  of  the  lot  at  the 
corner  of  Wall  and  Nassau  Streets  rose  more 
than  tenfold  by  1896,  when  the  owners 
decided  to  replace  the  six-story  Union 
Building.  The  slender  Gillender  Building, 
fourth  tallest  in  the  city  at  306  feet  to  the  tip 
of  its  spire,  rose  22  stories  on  a site  of  only  26 
x 73  feet.  By  1910  as  seen  here,  it  was  being 
demolished  for  a taller  tower. 


▼ Compilation  of  construction 
photographs  of  the  BankersTrust  Building, 
May-August  1911.  In  1909,  the  Gillender 
Building  and  lot  were  sold  to  the  Manhattan 
Trust  Company  for  the  highest  price  ever 
recorded,  $822  a square  foot. The  same  year, 
the  BankersTrust  Company  absorbed  the 
Manhattan  Trust  and  negotiated  a lease  on 
the  adjoining  building,  to  create  a combined 
93  x 96  foot  lot.  Photographs  show  the 
progress  of  their  40-story  tower  from  May  to 
August  1911;  the  steel  is  shown  rising  In  the 
first  photograph  and  near  completion  in  the 
last,  with  the  stone  pyramid  approaching  its 
full  height  of  538  feet. 
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Museum  of  American  Finance  Collection  of  the  Skyscraper  Museum 


A Old  Bank  of  New  York  building,  Irving 
Underhill,  1923.  >f  the  fust  t sinks  to 
locate  on  Wall  Street,  the  Bank  of  New  York 
was  headquartered  on  the  northeast  corner 
of  Wall  and  William  Streets  for  almost  two 
centuries,  from  1796  to  1988.  Originally  located 
in  a private  house  at  48  Wall  Street,  the  Bank 
of  New  York  erected  a four-story  office  edifice 
in  1858  designed  by  architects  Calvert  Vaux 
& Frederick  Clarke  Withers.  This  photograph 
shows  the  same  building  after  alterations  in 
1879  by  Vaux  & Radford  added  a story  and  a 
mansard  roof. 


◄ Drawing  of  Bank  of  New  York  & Trust 
Co.  Building  In  1927,  the  Bank  of  New  York 
chose  society  architect  Benjamin  Wistar 
Morris  to  design  a new  32-story  office  tower 
on  the  same  narrow  site  of  its  previous 
buildings.  The  limestone-clad  setback 
massing  telescoped  upward  to  a slender 
spire  crowned  with  a federal  eagle,  reflecting 
the  bank's  18th-century  origins.  Fittingly,  the 
Museum  of  American  Finance  is  housed  in 
the  great  banking  hall  of  48  Wall,  while  The 
Bank  of  New  York  Mellon,  one  of  the  few 
original  financial  institutions  of  the  district, 
remains  headquartered  at  1 Wall  Street. 


A Drawing  of  60  Wall  Street,  1903.  The 

prolific  commercial  architects  Clinton  and 
Russell  designed  the  two-part  tower  of  60 
Wall  Street  that  combined  a 14-story  section 
fronting  Wall  Street  and,  separated  by  a 
light  court,  a 26-story  rear  tower  with  a Wall 
Street  address,  but  a Pine  Street  entrance. 
The  building  was  demolished  in  the  mid- 
1970s  to  make  the  site  more  attractive  for 
development,  but  due  to  the  city's  fiscal 
crisis  and  stiff  competition  from  midtown, 
the  vacant  lot  was  used  for  parking  until  the 
massive  Postmodern  tower  designed  by 
architect  Kevin  Roche  and  completed  in 
1987  was  developed  by  Park  Tower  Realty. 
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RISE 

OF 

WALL 

STREET 


▲ Vertical  Wall  Street,  North  Side  (Left) 
and  South  Side  (Right).  "Vertical  Wall 
Street,"  a graphic  created  by  the  Skyscraper 
Museum  as  the  conceptual  centerpiece 
of  its  exhibition  "The  Rise  of  Wall  Street," 
pictures  all  of  the  buildings  on  the  blocks 
between  Broadway  and  Pearl  Street,  for 


both  the  north  and  south  sides.  Composed 
of  period  panoramas  and  collaged  images, 
the  stacked  bands  represent  five  eras  of 
the  street,  beginning  with  an  1850  drawing 
from  New-York  Pictorial  Business  Directory  of 
Wall-St.  and  an  1879  drawing  from  Asher's 
New  Pictorial  Directory  and  Atlas  of  the  City 


of  New  York.  The  1930  band  is  taken  from 
Fortune,  March  1930. 

The  aligned  layers  of  "Vertical  Wall  Street" 
summarize  the  story  of  the  skyscraper 
as  an  evolution  of  small  to  tall  buildings, 
enabled  by  the  invention  of  elevators  and 
steel-frame  construction  and  driven  by  the 
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Created  by  the  Skyscraper  Museum. 


Created  by  the  Skyscraper  Museum 
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rising  demand  for  prime  office  space.  Wall 
Street's  high-rise  history  illustrates  and 
exaggerates  the  typical  story  of  real  estate 
development  expressed  in  the  value  of 
land.  High  stakes  in  architecture  paralleled 
the  arena  of  financial  speculation  at  the 
heart  of  the  capital  of  capitalism. 


Carol  Willis,  an  architectural  historian,  is  the  founder,  director  and  curator  of  The 
Skyscraper  Museum,  whose  permanent  home  is  located  at  39  Battery  Place  in 
Battery  Park  City.  She  started  the  museum  in  donated  vacant  ground  floor  space 
at  44  Wall  Street  in  1997.  A virtual  version  of  'The  Rise  of  Wall  Street"  exhibit 
may  be  found  at  www.skyscraper.org.  Emerson  Argueta  collaborated  on  image 
research  and  captions  for  this  article. 
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By  James  S.  Kaplan 

In  2009  there  was  an  elaborate  cer- 
emony marking  the  400th  anniversary 
of  the  discovery  of  New  York  Harbor 
and  the  Hudson  River  by  the  explorer 
Henry  Hudson.  Although  perhaps  not 
as  elaborate  as  the  Hudson  Fulton 
Tricentennial  of  1909,  last  year's  cel- 
ebration was  heavily  promoted  by  the 
Dutch  government  and  Dutch  business 
interests,  following  a resurgence  of 
scholarship  about  New  York’s  Dutch 
roots,  which  fundamentally  go  back 
to  Hudson's  third  voyage  in  1609 
when  he  was  the  first  European  to 
sail  into  New  York  harbor  and  up  the 
river  that  today  bears  his  name. 

Ironically,  Hudson  was  an  English- 
man who  except  for  this  one  voy- 
age worked  exclusively  for  English 
corporations.  Although  most  people 
know  Hudson’s  name  because  of  the 
Hudson  River,  few  know  much  about 
Hudson  the  man  or  what  and  who  he 
represented.  Surprisingly,  large  por- 
tions of  his  life  remain  unknown,  even 
to  scholars.  And  there  are  darker  turns 
in  his  life  story  that  are  often  ignored, 
presumably  because  they  do  not  befit 
his  image  of  an  intrepid  explorer  wor- 
thy of  founding  the  world’s  greatest 
city.  Accounts  of  his  life  often  omit  the 
fact  that  one  year  after  he  discovered 
the  Hudson  River,  Hudson’s  crew 
mutinied  and  murdered  him  and  his 
son,  that  his  sailing  to  America  and 
discovery  of  New  York  on  his  most 
famous  third  voyage  was  in  direct 
defiance  of  his  contract  with  the  Dutch 
East  India  Company  which  employed 
him,  that  on  his  return  from  that 
voyage  to  England  the  British  govern- 
ment had  him  arrested  and  almost 
charged  with  treason  for  working  for 
the  Dutch,  and  that  all  four  of  his 
voyages  failed  to  achieve  their  objec- 
tives or  provide  his  backers  with  the 
short-term  return  on  investments  that 
he  had  promised  and  they  expected. 

Nevertheless,  Hudson’s  largely 
unknown  story  is  a fascinating  and 
important  one  because  he  was  an 


archetypal  driven  corporate  entrepre- 
neur who  took  tremendous  risks  in 
pursuit  of  fame  and  fortune.  His  failed 
voyages  laid  the  way  not  only  for  the 
founding  of  the  New  York  City,  but 
also  in  certain  respects  the  modern 
international  commercial  economy  in 
a way  that  few  people  realize. 

In  reality,  virtually  nothing  defini- 
tive is  known  about  Hudson’s  life 
prior  to  1607,  when  he  captained  his 
first  ship,  or  after  the  day  in  1610 
when  his  mutinous  crew  pur  him  and 
a handful  of  others  (including  his  son) 
our  to  sea  without  provisions  in  Hud- 
son Bay  and  left  them  to  die. 

What  is  known  is  that  he  was  born 
in  England,  probably  around  1565- 
1570.  Not  much  is  known  about  his 
parents,  but  sources  believe  that  his 
grandfather,  also  named  Henry,  may 
have  been  one  of  the  founders  of  the 
Muscovy  Company  that  sent  Hudson 
on  his  first  two  voyages  seeking  a route 
to  China. 

The  Muscovy  Company,  origi- 
nally named  the  Company  of  Mer- 
chant Adventurers  for  the  Discovery 
of  Lands,  Territories,  was  a private 
enterprise  formed  by  London’s  lead- 
ing merchants  and  explorers  to  open 
trade  routes  to  the  East  and  discover 
new  colonies.  When  it  was  formed 
in  1552,  most  of  the  lucrative  trade 
routes  with  the  Americas,  India,  Japan 
and  China  were  controlled  by  the 
Spanish  and  Portuguese.  The  English 
wanted  to  get  in  on  the  action. 

From  the  point  of  view  of  Queen 
Elizabeth  and  her  successor,  James  I, 
who  lacked  the  wealth  or  power  of 
the  European  monarchs  in  Catholic 
countries,  a private  company  of  mer- 
chants like  the  Muscovy  Company 
provided  an  ideal  vehicle  for  financing 
such  activities  at  private  expense.  But 
unlike  the  state-sponsored  voyages  of 
Spain  and  Portugal,  the  main  purpose 
of  the  Muscovy  Company’s  explora- 
tion was  to  make  a profit  for  its  back- 
ers. Thus,  it  represented  a new  form 
of  organization  — the  private  com- 
pany— and  would  be  run  in  effect  by 


private  entrepreneurs  and  executives 
working  nor  for  the  government,  but 
their  own  personal  profit. 

To  the  Muscovy  Company,  the 
most  promising  unexplored  routes  to 
India  and  the  Far  East  would  be  from 
the  north.  These  routes  had  the  advan- 
tages of  being  shorter,  and  therefore 
cheaper,  than  those  closer  to  the  equa- 
tor. They  were  also  safer,  since  the 
southerly  routes  were  controlled  by 
the  Spanish  and  Portuguese.  The  com- 
pany’s early  voyages  were  successful 
in  establishing  trade  routes  through 
Russia  to  Moscow,  though  they  sus- 
tained tremendous  losses.  But  by  1600 
the  company’s  backers  began  to  sub- 
scribe to  the  belief — by  then  common 
among  the  English,  Dutch  and  even  to 
some  extent  Spanish  explorers  — that 
there  was  a “northwest  passage”  from 
Europe  to  the  Indies  that  could  bypass 
the  long  trip  around  the  southern 
capes  of  South  America  or  Africa. 
Whoever  could  find  this  water  passage 
to  the  E'ast  would  have  wealth  and 
fame  beyond  imagination. 

It  is  in  this  context,  in  1607,  that 
Henry  Hudson  first  appeared  as  the 
captain  of  a ship  called  the  Hopewell , 
chartered  by  the  Muscovy  Company. 
His  plan  was  to  sail  over  the  North 
Pole  to  China,  and  thus  establish  a 
short  water  route  to  the  East.  Even 
given  that  many  geographers  at  the 
time  believed  that  because  there  was 
daylight  all  day  in  the  summer,  the 
arctic's  temperature  might  be  warmer 
at  the  polar  caps  than  it  actually  is, 
the  idea  was  insanely  visionary.  The 
prospects  of  success  were  so  slim  and 
the  risks  so  large  that  it  is  amazing 
that  an  enterprise  with  the  experience 
of  the  Muscovy  Company  would  ever 
finance  such  an  effort  again.  Yet  the 
fact  that  they  did  indicates  the  obses- 
sion of  both  Hudson  and  his  backers 
to  find,  at  any  cost,  a new  route  to  the 
riches  of  India  and  China. 

Around  May  1,  1607,  Hudson  sailed 
out  of  the  British  port  of  Gravesend 
and  headed  north.  Fortunately  for 
modern-day  New  Yorkers,  he  turned 
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Illustration  of  Henry  Hudson  descending  the  Hudson  River.  Published  in  the  April  12,  1856  edition  of  Ballon’s  Pictorial  Drawing — Room  Companion. 


around  after  reaching  a point  further 
than  any  ship  had  ever  gone  north, 
or  would  for  another  150  years.  He 
wisely  decided  that  his  wooden  ship 
would  not  penetrate  the  polar  ice  caps, 
and  returned  to  England.  Although  he 
did  find  what  would  later  prove  to  be 
lucrative  whaling  grounds,  the  voyage 
was  a complete  failure  in  terms  of  its 
objective  of  reaching  China. 

However,  in  1608,  the  Muscovy 
Company  management  decided  to 
finance  a second  attempt  by  Hudson  to 
find  the  Northwest  Passage.  This  time, 


rather  than  going  directly  across  the 
North  Pole,  Hudson  planned  to  sail 
along  the  northern  coast  of  Norway 
and  Russia  to  an  archipelago  north 
of  the  Ural  Mountains  called  Novaya 
Zemlya.  This  route  made  more  sense 
than  his  first,  but  also  had  tremendous 
risks.  Some  years  earlier  three  ships 
that  the  Muscovy  Company  had  sent 
on  a similar  route  had  never  returned. 
As  on  his  first  voyage,  Hudson’s  ship 
was  blocked  by  huge  ice  floes  and  he 
was  forced  to  turn  back. 

After  his  second  failure,  Hudson’s 


backers  were  no  longer  interested  in 
financing  his  voyages,  and  he  report- 
edly sank  into  depression.  But  in  the 
autumn  of  1608,  Hudson  was  invited 
to  dinner  at  the  Dutch  consulate  in 
London,  where  a representative  of  the 
Dutch  East  India  Company  asked  if  he 
would  be  willing  to  travel  to  Holland 
to  meet  with  the  company’s  directors. 

At  the  time,  Holland  was  begin- 
ning to  supplant  Portugal  as  one  of 
the  major  trading  nations  with  the  Far 
East.  This  was  in  part  because  of  its 
superior  banking  structure,  and  in  part 
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because  the  legal  structure  through 
which  it  traded,  using  privately-owned 
trading  companies  on  the  English 
model,  was  more  efficient  than  the 
government-run  enterprises  of  the 
Catholic  European  powers.  Although 
England  had  been  Holland's  military 
ally  in  wars  with  Spain,  the  two  coun- 
tries were  becoming  commercial  rivals 
in  the  competition  for  world  trade  and 
colonies.  The  Dutch  East  India  Com- 
pany was  as  interested  as  the  Muscovy 
Company  in  finding  a cheaper  route  to 
the  East,  but  apparently  did  not  have 
sea  captains  of  Hudson's  experience. 
Thus,  Hudson  was  in  effect  a highly- 
skilled  out-of-work  executive  who  was 
willing  and  eager  to  work  for  what- 
ever organization  would  employ  him 
to  permit  him  to  achieve  his  goal  of 
obtaining  the  riches  of  finding  a pas- 
sage to  the  Orient. 

In  November  1608,  Hudson  made 
a presentation  to  the  directors  of  the 
Dutch  East  India  Company,  much 
the  same  way  an  entrepreneur  today 
would  present  his  ideas  in  a corporate 
board  room.  After  some  hard  negotia- 
tion, including  an  overture  from  the 
French  king  to  Hudson  as  they  were 
negotiating,  they  agreed  that  he  would 
set  sail  the  next  spring. 

Based  on  the  failure  ol  his  last  voy- 
age, Hudson  warned  his  new  back- 
ers about  the  dangers  of  a northerly 
route,  suggesting  that  a route  through 
North  America  was  more  promis- 
ing. But  they  ignored  him,  ordering 
him  to  sail  east  around  the  northern 
coast  of  Russia  instead  and  his  con- 
tract specifically  provided  that  he  was 
only  to  sail  east  to  Novaya  Zemlya 
and  to  take  no  other  route.  Because 
Hudson  insisted  on  paying  premium 
wages  — after  all,  a trip  through  the 
arctic  through  unknown  routes  did 
have  certain  hazards  not  present  in  a 
usual  voyage— the  Dutch  East  India 
Company  provided  him  with  a second- 
rate  ship,  the  Half  Moon.  On  April  6, 
1609,  he  set  sail  from  Holland  with  a 
crew  of  approximately  20  English  and 
Dutch  sailors. 


By  May,  he  had  reached  the  coast 
of  Norway  near  Novaya  Zemlya,  but 
the  ship  was  blocked  by  fog,  high 
winds  and  ice.  The  mixed  crew  of 
English  and  Dutch  sailors  grew  quar- 
relsome, particularly  the  Dutch,  who 
were  not  used  to  the  arctic  weather. 
Hudson  was  able  to  squelch  threat- 
ened mutinies  by  promising  to  sail 
south  to  try  to  find  a route  to  China 
through  America.  Just  before  the  voy- 
age, Hudson  had  received  maps  and 
news  from  his  friend,  John  Smith,  the 
English  explorer  who  had  established 
the  Virginia  colony,  indicating  that 
there  were  many  inlets  north  of  Vir- 
ginia, and  that  the  Indians  spoke  of  a 
significant  river  between  Virginia  and 
Newfoundland.  Hudson's  decision  to 
turn  around  and  sail  4,000  miles  away 
from  where  he  was  ordered  without 
stopping  in  Amsterdam  to  talk  to  his 
employers  on  the  way  is  curious,  and 
some  have  suggested  that  this  may 
have  become  a complete  rogue  opera- 
tion in  which  Hudson  had  in  effect 
stolen  the  Half  Moo;;  from  its  own- 
ers. It  does  appear,  however,  that  the 
Dutch  sailors  and  representatives  on 
the  ship  approved  of  this  decision. 

In  May  1609,  Hudson  sailed  south- 
west toward  North  America  in  defiance 
of  his  orders  from  the  Dutch  East  India 
Company.  By  late  July  he  reached  the 
coast  of  Maine  and  then  proceeded 
down  the  coast  to  Virginia.  1 le  thought 
of  visiting  his  friend  Smith,  but  feared 
the  Half  Moon,  as  a ship  living  a Dutch 
flag,  might  be  attacked.  So  he  returned 
north  up  the  eastern  seaboard  in  search 
of  the  great  river  that  would  lead  to  the 
tabled  northwest  passage.  By  the  begin- 
ning of  September,  he  sailed  into  New 
'l  ork  Harbor.  When  he  first  saw  the 
Hudson  River,  particularly  how  wide  it 
was  at  Tappan  Zee,  he  thought  he  had 
found  the  route  to  the  West  he  had  been 
seeking.  Noting  the  beauty  and  fertility 
of  the  land  on  the  river  banks,  he  sailed 
up  the  river  past  Albany,  where  he  real- 
ized there  was  no  route  through  the 
mountains  that  a ship  could  navigate. 
Once  again  his  quest  for  the  Northwest 


Passage  had  failed,  and  he  returned 
downriver  to  the  Atlantic  Ocean.  He 
did,  however,  write  that  this  was  as 
fair  a land  as  he  had  ever  seen  and  pur- 
ported to  claim  it  for  the  Dutch  East 
India  Company.  A member  of  the  crew 
noted  the  tremendous  potential  of  such 
an  area  for  settlement. 

By  October  4,  at  the  apparent  urg- 
ing of  his  unruly  crew,  Hudson  sailed 
back  across  the  Atlantic.  For  reasons 
that  are  not  entirely  clear,  he  landed 
at  Dartmouth,  England  and  imme- 
diately sent  word  to  his  backers  in 
Holland  of  his  return,  recommend- 
ing that  he  make  a return  voyage  to 
North  America  to  find  the  Northwest 
Passage  the  following  March.  But  the 
Dutch  East  India  Company,  disap- 
pointed with  his  failure  to  obey  their 
orders,  ordered  him  to  return  with 
his  ship  to  Amsterdam  immediately. 
However,  Hudson  had  a problem. 
The  English  government  refused  to  let 
him,  his  ship  and  the  other  English- 
men in  his  crew  return  to  Holland. 
Although  there  was  no  legal  prohibi- 
tion against  an  Englishman  sailing  for 
a Dutch  company — particularly  when 
no  English  company  was  willing  to 
invest  in  him  — Hudson’s  discovery  of 
fertile  lands  and  a great  river  in  North 
America  on  behalf  of  the  Dutch  argu- 
able threatened  English  commercial 
interests.  Ring  James  himself  report- 
edly  summoned  Hudson  and  berated 
him  for  serving  a foreign  power,  and 
1 ludson  was  forbidden  from  working 
for  any  foreign  company  in  the  future. 
He  never  set  foot  in  Holland  again. 
For  his  greatest  contribution  to  his- 
tory, he  was  nearly  branded  a traitor. 

But  Fludson  could  not  have  been 
completely  our  of  favor  in  England, 
since  the  English  East  India  Company 
immediately  hired  him  to  put  together 
a fourth  voyage  to  find  the  Northwest 
Passage.  This  time  Hudson  proposed 
sailing  along  the  northern  coast  of 
Canada  and  following  promising  inlets 
to  the  interior.  He  did,  in  fact,  find  a 
very  significant  bay  in  the  interior  of 
the  country,  Hudson’s  Bay,  which 
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Illustration  of  Henry  Hudson  adrift  in  the  Arctic  with  his  son  after  a mutiny  by  Hudson’s  crew. 


looked  like  a possible  water  route  to 
the  East.  But  with  the  onset  of  win- 
ter, his  ship  got  stuck  in  the  ice,  and 
he  and  his  crew  had  to  lay  over  until 
the  next  spring.  Hudson  then  report- 
edly wanted  to  continue  west  but  his 
crew,  which  reportedly  accused  him  of 
hoarding  rations,  ordered  him  along 
with  his  young  son  John  and  several 
others  into  Hudson  Bay  in  a shal- 
low boat  without  supplies.  They  were 
never  seen  again. 

Thus,  Hudson’s  fourth  voyage,  often 
omitted  from  accounts  of  his  life,  was 
for  him  personally  his  least  successful, 
and  his  family  was  left  in  poverty.  His 


wife,  Katherine,  spent  years  seeking 
compensation  from  the  East  India  Com- 
pany and  recognition  for  her  husband 
in  the  form  of  a monument  erected  in 
London  in  his  honor.  Her  unsuccess- 
ful quest  for  a monument  must  have 
seemed  strange  at  the  time,  as  Hudson 
was  considered  a failure  who  had  never 
achieved  his  quixotic  goal  of  finding  the 
Northwest  Passage  to  China  and  had 
left  his  family  in  poverty;  to  the  English 
he  was  a traitor  and,  to  the  Dutch  a 
disobedient  mercenary. 

However,  as  time  went  on,  the 
importance  of  his  accomplishments 
became  clearer.  The  directors  of  the 


Dutch  East  India  company  soon  real- 
ized that,  even  though  he  never  found  a 
water  passage  to  the  East,  the  voyage  of 
their  wayward  and  disobedient 
employee  provided  them  with  a claim 
to  the  Eastern  seaboard  of  the  United 
States  from  Delaware  to  Massachusetts, 
and  the  basis  for  what  would  later 
become  the  colony  of  New  Amsterdam. 
The  Dutch  now  claim  Hudson’s  voyage 
and  the  founding  of  New  York  as  one 
of  their  greatest  historical  achievements. 
While  the  river  that  he  founded  did  not 
extend  to  the  Pacific,  it  did  prove  to  be 
the  clearest  water  route  to  the  interior 
of  America,  particularly  after  the  open- 
ing of  the  Erie  Canal  200  years  later. 
On  the  vacant  land  he  found  as  fine  as 
any  he  had  ever  seen,  there  would 
within  the  next  400  years  arise  the  larg- 
est and  most  important  commercial  city 
in  North  America,  if  not  the  world, 
which  both  the  Dutch  and  the  English 
would  fight  over  for  the  next  70  years. 
Furthermore,  as  a corporate  entrepre- 
neur working  with  tremendous  drive 
a and  daring  for  two  of  the  largest  multi- 
S national  corporations  in  the  world,  he 
^ probably  more  than  any  other  major 
explorer  of  the  age  presaged  the  rise  of 
H global  capitalism  and  democratic  gov- 
ernments  that  are  the  dominant  force  in 
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Hi  the  world  today.  It  is  unfortunate  that 
© the  true  story  of  his  efforts  is  not  better- 
known  today.  133 

James  S.  Kaplan  is  a lawyer  and  walk- 
ing tour  historian  who  with  Richard 
M.  Warshauer  for  the  last  21  years 
has  annually  given  a walking  tour 
( now  sponsored  by  the  Museum  of 
American  Finance)  on  the  Saturday 
closest  to  October  29  entitled  “The 
Great  Crashes  of  Wall  Street”  on 
which  he  discusses  Henry  Hudson. 
He  has  written  on  historical  subjects 
for  such  diverse  publications  as  The 
Wall  Street  Journal,  American  Spirit 
atid  Last  Exit  magazines.  He  also  for 
the  last  1 3 years  has  been  the  head  of 
the  Tax  and  Estates  Department  at 
the  downtown  law  firm  of  Herzfeld 
& Rubin. 
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Security 


By  Joseph  Calandro,  Jr. 

Economics  is  the  social  science  that 
most  identifies  itself  with  the  natural 
sciences.  There  is  much  that  can  be 
written  about  this  statement  in  light  of 
the  events  that  unfolded  in  the  2007- 
2008  credit  crisis,  but  this  article 
focuses  on  the  consequences  pertain- 
ing to  the  field  of  Security  Analysis, 
which  is  an  economics-based  disci- 
pline. Security  Analysis  seeks  to  value 
firms  based  on  the  goods  and  services 
sold  to  customers  via  the  assets  (tan- 
gible and  intangible)  and  obligations 
(liabilities)  generated  to  support  those 
sales.  Despite  the  simplicity  of  this 
exposition,  and  the  related  simplicity 
of  cash  flow-based  valuation,  assess- 
ing value  can  be  extremely  difficult. 
The  difficulty  stems  from  the  well- 
known  fact  that  value  is  subjective, 


Above:  Benjamin  Graham , known  as  the 
father  of  Security  Analysis. 


and  from  the  equally  well-known  fact 
that  the  future  is  uncertain.  Subjectiv- 
ity and  uncertainty  means  that  Secu- 
rity Analysis  requires  many  work- 
ing assumptions,  which  is  important 
because  modern  economics  is  cur- 
rently grounded  in  mathematics  that 
accommodates  only  a limited  number 
of  assumptions.  As  a purely  theoreti- 
cal, science-like  endeavor  this  may  (or 
may  not)  work,  but  Security  Analysis 
is  a profession,  and  professions  are 
concerned  with  decision-making  in 
contrast  to  science,  which  is  con- 
cerned with  prediction. 

There  are  differences  between  mak- 
ing predictions  and  making  decisions, 
some  of  which  are  significant.  Nev- 
ertheless, as  a profession,  security 
analysts  have,  over  the  past  decades, 
generally  come  to  embrace  the  theo- 
ries of  modern  economics,  seemingly 
without  adequate  consideration  for 
how  to  bridge  the  gap  between  theory 
and  practice.  The  consequences  of 
this,  most  recently  experienced  in  the 


2007-2008  credit  crisis,  have  been 
significant.  To  help  rectify  this,  this 
article  provides  practical  suggestions 
for  modern  security  analysts  to  con- 
sider during  the  course  and  scope  of 
their  work. 

Modern  Security  Analysis 

First  and  foremost,  the  practice  of 
Security  Analysis  requires  sound  pro- 
fessional judgment,  which  is  as  impor- 
tant today  as  it  ever  was.  For  example, 
in  the  year  1921,  Chicago  economist 
Frank  Knight  noted  that  the,  “capac- 
ity for  forming  correct  judgments  (in 
a more  or  less  extended  or  restricted 
field)  is  the  principle  fact  which  makes 
a man  serviceable  in  business;  it  is 
the  characteristic  human  activity,  the 
most  important  endowment  for  which 
wages  are  received.”1 

The  study  of  history  has  long  been 
known  to  provide  context  and  per- 
spective, both  of  which  are  critical  ele- 
ments of  judgment,  and  yet  financial/ 
economic  history  courses  or  programs 
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of  study  are  in  decline  today,  if  they 
are  offered  at  all.  A possible  reason  for 
this  is  that  science-based  curriculums 
seemingly  do  not  have  much  need 
for  history;  whatever  the  reason(s), 
modern  security  analysts  should  be 
knowledgeable  of  financial/economic 
history.  As  Benjamin  Graham,  who 
helped  found  the  profession  of  Secu- 
rity Analysis,  observed: 

To  invest  intelligently  in  securi- 
ties one  should  be  forearmed 
with  an  adequate  knowledge  of 
how  the  various  types  of  bonds 
and  stocks  have  actually  behaved 
under  varying  conditions  — some 
of  which,  at  least,  one  is  likely  to 
meet  again  in  one’s  own  experi- 
ence. No  statement  is  more  true 
and  better  applicable  to  Wall 
Street  than  the  famous  warning 
of  Santayana:  “Those  who  do 
not  remember  the  past  are  con- 
demned to  repeat  it.”: 

Consider  the  recent  credit  crisis: 
many  descriptions  of  it  indicate  that 
it  was  “unprecedented,”  but  that  is 
not  entirely  accurate:  financial  crises, 
panics  and  contagions  have  occurred 
over  rime,  and  for  many  of  the  same 
reasons.  This  is  not  to  suggest  that  the 
magnitude  of  the  recent  crisis  was  not 
severe;  only  that  similar  crises  have 
occurred  in  the  past,  and  that  recently 
those  occurrences  seemed  to  steadily 
increase  in  magnitude.  Such  a pattern 
results  in  “predictable  surprises”  not 
"black  swans.”  For  example,  con- 
sider the  financial  crisis  that  occurred 
10  years  prior  to  the  most  recent  one, 
which  resulted  in  the  failure  of  the  first 
modern  firm  deemed  “too  big  to  fail”: 
the  hedge  fund  Long-Term  Capital 
Management  (LTCM).  LTCM’s  plight 
was  eloquently  described  in  a popular 
case  history  as  follows: 

Long-Term  fooled  itself  into 
thinking  it  had  diversified  in 
substance  when,  in  fact,  it  had 
done  so  only  in  form.  Basically, 
the  fund  made  the  same  bet 


on  lower-rated  bonds  in  every 
imaginable  permutation.  It  is 
hardly  a surprise  that  when  the 
cycle  turned  and  credit  tight- 
ened— as,  throughout  recorded 
time,  it  periodically  has  — Long- 
Term's  trades  fell  in  lockstep.4 

Substitute  the  name  “Long-Term" 
from  the  above  quote  with  Bear 
Sterns,  Lehman  Brothers,  AIG,  etc., 
and  it  is  uncanny  how  closely  the 
causes  of  loss  from  the  two  crises 
track.  Thar  said,  knowledge  of  the 
LTCM  case  would  not  have  enabled 
someone  to  predict  specific  events  or 
failures  experienced  during  the  recent 
credit  crises;  rather,  it  would  have  put 
the  dynamics  of  the  2004-2007  econ- 
omy into  historical  context,  which 
was  important  for  decision-making 
purposes.  Consider,  for  example,  the 
former  CEO  of  Citigroup's  infamous 
statement  to  the  Financial  Times 
in  July  of  2007 — right  before  the 
onset  of  the  credit  crisis  — that  “As 
long  as  the  music  is  playing,  you’ve 
got  to  get  up  and  dance.  We’re  still 
dancing.”'  Security  analysts  aware  of 
LTCM’s  historic  losses  10  years  ear- 
lier could  have  forcefully  challenged 
this  CEO  on  both  his  statement  and 
strategy  using  the  very  same  case  his- 
tory we  cited  above,  which  presciently 
observed  that: 

Investors  have  a pretty  good  idea 
about  balance  sheet  risks  [but| 
they  are  completely  befuddled 
with  regard  to  derivative  risks. 
Some  of  the  reporting  standards 
are  being  changed  (over  the 
opposition  of  both  [then  Federal 
Reserve  Chairman  A!an|  Green- 
span and  the  banks),  but  gap- 
ing holes  remain.  As  the  use  of 
derivatives  grows,  this  deficiency 
will  return  to  haunt  us.6 

LTCM  is  nor  the  only  example  we  can 
cite:  starring  with  the  financial  panic 
of  1907  there  has  generally  been  at 
least  one  financial  crisis  every  decade 
or  so,  especially  since  the  late  ’70s 


(the  “great  inflation”)  to  the  stock 
market  “crash”  of  1987,  the  “Asian 
Contagion”  of  1997-1998  to  the  most 
recent  credit  crisis  of  2007-2008. 
Despite  this  pattern  it  seems  that  the 
recurring  nature  of  financial  crises 
was  generally  ignored  by  mainstream 
economists  and  analysts. 

Doing  the  opposite  of  the  main- 
stream, or  contrary  thinking,  has  a 
long  history  in  trading  activities,  and 
in  investment.  Applied  to  econom- 
ics prior  to  the  recent  crisis,  con- 
trary thinking  could  have  generated 
prescient  Security  Analysis-related 
insights  such  as  the  following: 

• Markets  not  only  are  not  efficient, 
at  times  they  can  seem  mindfully 
inefficient; 

• Capital  structure  not  only  matters, 
during  times  of  crisis  it  is  one  of  the 
very  few  things  that  does  matter; 
and 

• Asset  and  option  pricing  models  not 
only  understate  the  possibility  of 
extreme  events,  they  can  actually  be 
counter-productive  before,  during 
and  immediately  after  such  events. 

For  a humorous  example  of  contrary 
thinking,  consider  a season  five  epi- 
sode of  the  popular  sitcom  Seinfeld. 
In  this  episode,  one  of  the  show’s 
characters  laments  how  every  decision 
he  ever  made  was  not  only  wrong,  but 
resulted  in  an  outcome  directly  oppo- 
site ol  what  he  wanted.  To  rectify  this, 
he  decided  to  “do  the  opposite”  of 
whatever  his  instincts  told  him,  which 
humorously  resulted  in  a beautiful 
girlfriend  and  getting  a high-profile 
job  with  the  New  York  Yankees.  In 
practice,  contrary  thinking  is  not  so 
easy  to  implement  because  a large 
percentage  of  the  time  conventional 
wisdom  is  correct:  the  trick  is  to  judge 
when  that  is  no  longer  the  case  and 
then  to  act  conservatively  to  take 
advantage  of  that  judgment.  The  dif- 
ficulty in  doing  this  is  likely  a reason 
why,  prior  to  the  recent  credit  crisis, 
so  few  analysts  “did  the  opposite”  of 
mainstream  economic  theory. 
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The  first  copy  of  the  first  edition  of  Security  Analysis,  inscribed  by  Benjamin  Graham  to  his  business 
partner  jerry  Newman.  This  book  is  part  of  the  Museum’s  Graham-Newman  Collection. 


A few  distinguished  economic 
minds  were  beginning  to  recommend 
change,  though.  For  example,  in  2005, 
Robert  Merton  and  Zvi  Bodie  argued 
that  economics  should  involve  a syn- 
thesis of  disciplines,  including  behav- 
ioral considerations.  Building  on  these 
thoughts  it  seems  a multi-discipline 
orientation  is  a base-level  require- 
ment for  modern  Security  Analysis. 
Significantly,  the  various  disciplines 
that  are  used  should  interlock  — like  a 


set  of  Lego  building  blocks  — subject 
to  recombination  as  may  be  required 
for  any  specific  valuation  or  market 
analysis.  Learning  how  to  do  this  is 
not  easy,  and  it  is  also  generally  not 
taught  in  business  schools  (aside  from 
a few  possible  exceptions). 

One  discipline  that  must  be  included 
in  any  analytical  approach  is  a com- 
monsense  approach  to  risk  manage- 
ment. Risk  in  this  context  is  simply  the 
possibility  of  loss.  Despite  the  simplic- 


ity of  this  definition,  the  concept  of 
risk  management  has  grown  increas- 
ingly complicated  and  impractical.  To 
help  rectify  this  Peter  Bernstein,  author 
of  the  bestselling  book  Against  the 
Gods:  The  Remarkable  Story  of  Risk, 
published  an  article  in  2004  — after 
LTCM’s  failure  and  the  “new  econ- 
omy” bust — that  noted  in  part: 

If  more  things  can  happen  than 

will  happen,  and  if  we  are  denied 
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precise  knowledge  of  the  range 
of  possible  outcomes,  some  deci- 
sions we  make  are  going  to  be 
wrong.  How  many,  how  often, 
how  seriously?  We  have  no  way 
of  knowing  even  that.  Even  the 
most  elegant  model,  as  Leib- 
niz reminded  Jacob  Bernouilli  in 
1703,  is  going  to  work  “only  for 
the  most  part.”  What  lurks  in 
that  smaller  part  is  hidden  from 
us,  but  it  could  be  loaded  with 
dynamite."  (Emphasis  original) 

Bernstein’s  warning  was,  unfortu- 
nately, generally  ignored.  For  exam- 
ple, consider  the  huge  expenditures 
the  banking  industry  incurred  to 
implement  Basel  11  risk  management 
programs:  despite  the  extent  of  those 
expenditures,  and  the  alleged  sophis- 
tication of  Basel-based  models,  risk 
management  in  the  banking  indus- 
try was  less  than  optimal  prior  to 
the  recent  credit  crisis.  This  is  curi- 
ous because  many  potential  causes 
of  financial  loss  (or  risks)  are  fairly 
well-known.  Consider,  for  example, 
the  following  sample: 

• Not  adequately  understanding  the 
dynamics  of  asset  and  liability  hold- 
ings; 

• Aggressive  valuation  assumptions 
and  inadequate  pricing; 

• Excessive  leverage; 

• Not  understanding  exposure  aggre- 
gations, etc. 

Actively  seeking  to  identify  and  miti- 
gate potential  losses  is  the  manage- 
ment part  of  risk  management;  it  is 
also  the  part  of  risk  management  that 
is  most  frequently  ignored,  especially 
when  compared  to  the  plethora  of 
material  produced  on  risk  modeling. 
A model  is  only  useful  in  risk  man- 
agement if  it  helps  to  shed  light  on  or 
identify  a potential  cause(s)  of  loss. 
This  is  important  because  it  implies 
that  risk  management  is  a bottom- 
up  exercise  designed  to  identify  and 
mitigate  potential  causes  of  loss;  not 
a portfolio-level  exercise  designed  to 


minimize  inefficient  exposure  fron- 
tiers. If  a model  augments  or  facilitates 
loss  analyses  it  could  prove  useful  for 
risk  management  purposes,  but  mod- 
eled output  is  only  one  of  many  that 
security  analysts  must  consider.  This 
is  as  it  must  be  for  given  the  inherent 
complexity  of  financial  markets  they 
cannot  be  definitively  modeled.  Com- 
plexity in  this  context  is  not  simply  a 
synonym  for  complicated;  rather,  it  is 
the  name  given  to  the  study  of  highly 
inter-related  systems  such  as  financial 
markets.  A full  description  of  com- 
plexity theory  is  beyond  the  scope  of 
this  article,  but  there  is  one  aspect  of 
complexity  theory  that  deserves  men- 
tion here:  feedback. 

Feedback  refers  to  a system’s  outputs 
influencing  its  inputs  and  processes  in 
either  a positive/reinforcing  or  negative 
manner.  Positive  feedback  can  be  prev- 
alent in  financial  markets;  for  example, 
speculator  George  Soros  refers  to  it  as 
reflexirity , or  the  feedback  between 
security  analysis  and  market  prices. 
Soros  noted  that,  given  the  positive 
nature  of  the  reflexive  feedback  loop, 
it  can  influence  the  fundamentals  that 
security  analysts  seek  to  value  thereby 
potentially  corrupting  their  analyses 
and  corresponding  investment  activi- 
ties. We  found  that  duri  ng  business  (or 
boom-bust)  cycles  this  feedback  loop 
can  close,  thereby  resulting  in  feedback- 
based  prices  rather  than  prices  reflecting 
fundamentals.  This  phenomenon  is  a 
consequence  of  what  Benjamin  Graham 
referred  to  in  1934  as  “new  era”  think- 
ing, which  was  powerfully  experienced 
during  the  “new  economy”  NASDAQ 
boom  of  the  late  1990s,  and  the  “new 
paradigm”  credit  boom  that  recently 
ended  in  crisis.  In  essence,  “new  era”- 
inspired  buying  feeds  on  itself  leading 
to  a dramatic  run-up  in  prices,  which 
eventually  top-out  and  then  reverse. 
This  market  behavior  takes  time  to 
unfold,  which  gives  business  cycles 
their  bubble-like  shape,  as  Soros  depicts 
graphically  in  his  writings. 

Despite  the  practical  logic  of 
Soros’  theory  it  has  generally  not 


been  addressed  academically,  which 
in  January  of  2001  (during  the  “new 
economy”  bust)  caused  Soros  to  pub- 
licly question  why: 

Why  is  my  reasoning  dismissed 
our  of  hand,  without  giving  it 
serious  consideration?  Because 
it  leads  to  the  conclusion  that 
financial  markets  are  inherently 
unpredictable.  And  what  is  the 
value  of  a scientific  theory  that 
does  not  yield  usable  predic- 
tions? I contend  that  it  would 
be  better  to  recognize  the  uncer- 
tainties inherent  in  the  behavior 
of  financial  markets  than  to  cling 
to  a purportedly  scientific  theory 
that  distorts  reality.8 

Security  Analysis-based  research 
should,  at  least  in  part,  reconcile  with 
what  security  analysts  and  investment 
professionals,  especially  highly-success- 
ful  ones,  actually  do  rather  than  simply 
mirror  theoretical  research.  This  is  not 
to  say  that  practice  should  be  divorced 
from  theory,  only  that  it  should  not 
be  dominated  by  it,  especially  when 
theory  is  based  on  limited  assumptions 
that  do  not  conform  to  reality. 

Modern  financial  economic  theory 
effectively  began  in  1952,  and  was 
promoted  by  influential  early  adopters 
before  spreading  more  widely.  As  that 
theory  has  once  again  broken  down 
modern  security  analysts  should  begin 
to  shift  their  attention,  at  least  in  part, 
away  from  modern  economic  theory  to 
more  practical  subjects  such  as  those 
identified  above.  Who  knows,  doing 
so  may  even  inspire  Security  Analysis- 
oriented  economists:  as  science  his- 
torian Thomas  Kuhn  observed  “the 
emergence  of  new  theories  is  generally 
preceded  by  a period  of  pronounced 
professional  insecurity.  As  one  might 
expect,  that  insecurity  is  generated  by 
the  persistent  failure  of  the  puzzles  of 
normal  science  to  come  out  as  they 
should.  Failure  of  existing  rules  is  the 
prelude  to  a search  for  new  ones.”4 

continued  on  page  38 
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The  Relentless  Revolution: 
A History  of  Capitalism 


A HISTORY  OF  CAPITALISM 


l 

By  Joyce  Appleby 

W.  W.  Norton  & Co.,  New  York, 

493  pages,  with  index  and  notes 
$29.95 

Reviewed  by  Gregory  DL  Morris 

The  French  come  off  badly  in  this 
history  of  the  triumph  of  the  market 
economy.  They  join  the  English  to 
make  war  on  the  upstart  Protestants 
of  Holland  and  the  United  Provinces 
when  they  dare  to  upset  the  old  order 
of  commerce,  religion  and  society. 
Then  they  make  war  on  the  English 
when  the  United  Kingdom  adopts  and 
expands  on  the  religious  and  com- 
mercial reformation  started  in  the 
Netherlands.  So  there  is  a tasty  irony 
that  the  earliest  historical  reference 
in  the  Oxford  English  Dictionary  for 
the  word  “capitalist”  is  from  a 1792 
book,  Travels  in  France,  by  Arthur 


Young  in  which  he  decries,  “a  great 
evil  of  these  direct  imposts  is  that  of 
moneyed  men,  or  capitalists,  escaping 
all  taxation.” 

Not  surprisingly,  Appleby  writes 
about  Young  early  in  the  book,  describ- 
ing him  as  “an  ardent  English  agricul- 
tural improver”  who  traveled  through 
Spain  and  France  from  1787-89.  She 
writes  that  he  “reported  his  astonish- 
ment at  the  neglect  of  farming  in  Spain 
and  the  poverty  in  France.  Widespread 
poverty  struck  at  the  root  of  national 
prosperity,  he  noted,  because  only  the 
poor  can  consume  in  numbers  suffi- 
cient to  sustain  other  trades.” 

Appleby  goes  through  a couple 
of  chapters  of  throat-clearing  until 
she  digs  in,  literally,  noting  that  the 
evolution  of  market  economics  for 
agriculture  were,  and  remain,  essen- 
tial. In  most  pre-capitalist  societies  it 
took  80%  of  the  population  to  feed 
the  whole,  leaving  just  20%  to  do  any- 
thing else.  The  same  reality  plagued 
what  little  manufacturing  there  was. 
Appleby  cites  the  accounts  of  a Lon- 
don baker  in  the  early  17th  century: 
food  accounted  for  80%  of  his  costs. 
She  notes  that  today  a small  firm 
would  only  spend  a little  more  than 
20%  of  its  costs  to  pay  for  the  meals 
of  eight  employees. 

Little  of  what  Appleby  covers  will 
be  new  to  students  of  financial  history, 
but  she  presents  the  information  in 
a refreshingly  holistic  and  integrated 
way.  She  shows  good  grasp  of  concur- 
rent events  worldwide,  and  a good 
balance  in  reporting.  The  tone  is  a bit 
breezy  in  places,  but  this  seems  to  be 
the  preferred  voice  in  narrative  non- 
fiction these  days. 


It  is  well  that  the  tone  is  light, 
because  there  is  nary  a graphic  ele- 
ment anywhere  to  relieve  the  relentless 
march  of  almost  500  grey  pages.  Maps 
are  conspicuous  by  their  absence,  and 
there  are  not  even  any  charts  or  graphs 
to  help  emphasize  the  points  made  in 
the  text. 

The  utter  lack  of  graphics  is  all 
the  more  surprising  because  the  book 
is  otherwise  quite  comprehensive. 
Appleby  spends  an  entire  chapter  on 
the  ascent  of  Germany,  a country 
often  given  short  shrift  in  other  works 
of  this  type  that  focus  on  the  UK  and 
the  US.  Fairness  seems  to  be  a hall- 
mark of  the  author’s  through  chapters 
with  titles  including  “The  Industrial 
Leviathans  and  Their  Opponents,” 
“Rulers  as  Capitalists,”  and  “War  and 
Depression.”  She  is  also  not  afraid  to 
bring  her  story  up  to  the  doorstep  of 
the  present.  The  final  chapter,  “Of 
Crises  and  Critics,”  is  about  as  close 
to  news  reporting  as  one  can  find  in 
a book. 

A little  tighter  writing  and  editing 
could  have  taken  the  book  to  a brisk 
400  pages,  and  created  some  room 
for  graphics.  But  as  it  stands,  this  is 
an  approachable  work  for  a casual 
reader  that  also  offers  plenty  of 
insight  and  substance  for  more  seri- 
ous readers,  oa 

Gregory  DL  Morris  is  an  independent 
business  journalist  based  in  New  York. 
He  is  principal  and  editorial  director 
of  Enterprise  & Industry  Historical 
Research,  and  is  an  active  member  of 
the  Museum’s  editorial  board.  He  can 
be  contacted  at  gdlm@enterpriseand- 
industry.com. 
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The  Philadelphia 
Stock  Exchange 
ami  the 

City  It  Made 


Domcnic  Yitiello 
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By  Domcnic  Yitiello 

with  George  Thomas 

University  of  Pennsylvania  Press , 2010 

25  ? pages  with  notes  anil  index , 

5 4.5.00 

Renewed  by  Michael  Martorelli 

As  its  title  suggests,  this  joint  effort  of 
an  urban  historian  and  an  architec- 
tural historian  examines  the  relation- 
ship between  a stock  exchange  and 
the  city  in  which  it  operated.  Over 
time,  that  connection  progressed  from 
intensely  strong  to  very  important  to 
virtually  non-existent.  Vitiello’s  narra- 
tive is  sometimes  hard  to  follow,  since 
he  does  not  always  follow  the  straight- 
forward timeline  of  events.  In  several 
places,  co-author  Thomas’s  descrip- 
tions of  the  exchange’s  movement 
from  building  to  building  are  more 
distracting  than  illuminating.  These 
flaws  do  not  prevent  the  authors  from 
telling  a tale  worth  appreciating:  local 
financial  institutions  are  important 


contributors  to  the  rise  and  fall  of  the 
cities  in  which  they  reside. 

Yitiello  begins  with  the  familiar 
story  of  Philadelphia’s  rise  to  promi- 
nence as  a financial  center  in  the  late 
1 8rh  century  and  its  struggle  to  com- 
pete with  New  York  in  the  first  half 
of  the  19th  century.  Founded  in  1790, 
the  Philadelphia  Board  of  Brokers  (the 
exchange’s  original  name)  played  a 
prominent  role  in  bringing  trade  and 
commerce  to  the  city.  Working  with 
the  founders  of  commercial  banks, 
insurance  companies  and  securities 
firms,  the  members  of  that  Board 
helped  keep  their  city  an  important 
one  even  as  it  lost  its  place  as  the 
capital  of  both  the  United  States  and 
Pennsylvania.  During  the  first  quarter 
of  the  19th  century,  the  Board  again 
helped  foster  the  economic  develop- 
ment of  the  city  and  the  region  by 
listing  and  actively  trading  the  stocks 
of  many  turnpike,  bridge,  canal  and 
water  companies,  as  well  as  local 
banks  and  insurance  firms. 

The  author  writes  compellingly 
of  Philadelphia's  emergence  as  the 
“Workshop  of  the  World”  in  the  three 
decades  following  the  Panic  of  1857. 
Not  surprisingly,  member  firms  of  the 
Board  of  Brokers  raised  capital  for  the 
hometown  Pennsylvania  Railroad  and 
the  anthracite  mining  companies  in 
Northeastern  Pennsylvania.  But  they 
also  financed  real  estate,  transporta- 
tion, communications  and  energy  com- 
panies in  several  Eastern,  Midwestern 
and  Southern  states.  Stock  exchanges 
in  urban  centers  such  as  San  Fran- 
cisco and  New  Orleans  helped  finance 
regional  industries,  but  only  those 
in  New  York  and  Philadelphia  made 
legitimate  markets  for  companies  with 
national  interests. 
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Vitiello  chronicles  the  receding 
importance  of  Philadelphia  and  the 
renamed  Philadelphia  Stock  Exchange 
in  the  decades  following  the  depres- 
sion of  the  mid- 1870s.  As  the  coun- 
trv’s  center  of  economic  gravity  moved 
westward,  capitalists,  financiers  and 
businessmen  from  New  York,  not 
Philadelphia,  assumed  the  mantle  of 
economic  leadership.  A chapter  appro- 
priately titled  "Decadence”  describes 
the  failures  of  the  city’s  corporate 
chieftains,  political  leaders  and  finan- 
ciers to  pursue  new  growth  industries 
or  financing  opportunities  well  into 
the  20rh  century. 

In  post-World  War  II  America,  all 
regional  stock  exchanges  had  to  fight 
to  maintain  a raison  d'etre.  In  the 
more  homogenized  economy,  those 
marketplaces  were  no  longer  the  prime 
sources  of  capital  for  hometown  com- 
panies. The  Philadelphia  Stock 
Exchange  prospered  for  a time,  first 
by  acquiring  exchanges  in  Baltimore 
and  Washington,  then  by  using  auto- 
mation to  offer  an  alternative  trading 
site  for  New  York  Stock  Exchange- 
listed  companies,  and  finally  by  creat- 
ing a separate  floor  for  trading  options. 
In  an  unhappy  ending  to  his  story,  the 
author  notes  that  in  an  era  of  virtual 
markets  and  cross-border  electronic 
trading,  there  is  no  longer  a reason 
why  a city  like  Philadelphia  should 
still  have  a stock  exchange.  And  it 
doesn't;  the  NASDAQ  market  acquired 
the  exchange  in  2008.  HD 

Michael  A.  Martorelli.  CFA  is  a Direc- 
tor at  Fairmount  Partners  in  West 
Conshobock.cn,  Pennsylvania,  and  an 
adjunct  associate  professor  of  finance 
at  Drexel  University  in  Philadelphia. 
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calculating  risk,  and  the  setting  of  the 
movie  in  a World  War  II  prison  camp 
affords  the  opportunity  to  explore  the 
cultural  and  historical  underpinnings 
behind  Markowitz’s  work.  Unfortu- 
nately, the  movie  is  too  long  to  be 
shown  in  class  in  its  entirety,  but  stu- 
dents are  encouraged  to  watch  it  on 
their  own  time.  As  a teaser,  the  iden- 
tity of  the  barracks  spy  is  never 
revealed  in  class.  To  find  out  who  the 
spy  is,  they  (and  you)  must  watch  the 
rest  of  the  movie.  ED 

Brian  Grinder  is  a professor  at  Eastern 
Washington  University  and  a member 
of  Financial  History’s  editorial  board. 
Dr.  Dan  Cooper  is  the  president  of 
Active  Learning  Technologies. 
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Given  the  failures  of  modern  eco- 
nomics over  the  past  20  years,  i.e., 
from  the  1987  stock  market  crash  to 
the  2007-2008  credit  crises,  social 
scientists  are,  appropriately,  begin- 
ning the  search  for  new  and  better 
theories.  Where  this  research  will  lead 
is  not  currently  known;  however, 
what  is  known  is  that  tried  and  true 
subjects  like  economic/financial  his- 
tory and  contrary  thinking  are  just  as 
relevant  today  as  they  ever  were.  And 
when  combined  with  a multi-disci- 
pline analytical  framework  and  an 
understanding  of,  and  appreciation 
for,  market  complexity  they  could 
lead  to  more  insightful  analyses  and 
profitable  investments  at  lower  levels 
of  risk  over  time.  Bn 

Joseph  Calandro,  Jr.,  is  the  author 
of  Applied  Value  Investing  (NY: 


McGraw-Hill,  2009),  the  Enterprise 
Risk  Manager  of  a global  financial  ser- 
vices firm,  and  a finance  department 
faculty  member  of  the  University  of 
Connecticut.  He  can  be  contacted  at 
jtacalandro@yahoo.com.  The  author 
would  like  to  thank  Mitchell  Julis  for 
his  insightful  and  helpful  questions, 
comments  and  suggestions  based  on 
ideas  developed  in  his  forthcoming 
book.  The  usual  caveat  applies. 
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Where  Were  the 
Customers’  Yachts? 

continued  from  page  1 9 

the  title  Schwed  bestowed  upon  the  story  of  his 
life  — The  Pleasure  Was  All  Mine:  The  Journal  of  an 
Undisappointed  Man.  Ha 

Jay  Hoster  is  compiling  a book  of  quotations  about 
the  investing  experience.  He  has  a particular  interest  in 
Wall  Street  folklore  and  can  generally  get  a microfilm 
machine  to  work  without  having  to  pester  a librarian. 
/As  a result  of  a convoluted  family  theory  about  nam- 
ing offspring , he  was  named  for  Jay  Cooke  and  Jay 
Gould. 

Sources 

Buffett,  Warren.  Foreword  to  Memos  from  the  Chairman , 
by  Alan  C.  Greenberg.  New  York:  Workman  Publishing, 
1996. 

Clews,  Henry.  Twenty-eight  Years  in  Wall  Street.  New  York: 
Irving  Publishing,  188". 

Fowler,  William  Worthington.  Ten  Years  in  Wall  Street:  or. 
Revelations  of  Inside  Life  and  Experience  on  'Change. 
Hartford,  Conn.:  Worthington,  Dustin  6c  Co.,  lS^O. 

Pierce,  Phyllis  S.,  ed.  The  Dow  Jones  Averages:  1 8S5-I9S0. 
Homewood,  111.:  Dow  Jones-Irwin,  1982. 

Popik,  Barry.  “Entry  from  January  08,  2006:  “Where  are 
the  customers’  yachts?’”  http://www.barrypopik.com/ 
index. php/new_york_city/entry/where_are_the_custom- 
ers_yachts/ 

Schwed,  Fred,  |r.  “Twenty  Years  Ago  This  Week.”  Saturday 
Evening  Post , October  29,  1949,  25,  144-146. 

Schwed,  Fred,  Jr.  The  Wall  Street  Dream  Market.”  Eo rum 
and  Century,  March,  1939,  152-158. 

Schwed,  Fred,  Jr.  Where  Are  the  Customers’  Yachts?  or  A 
Good  Hard  Look  at  Wall  Street.  New  York:  Simon  6c 
Schuster,  1940.  Bull  Market  I dition.  New  York:  Simon 
6c  Schuster,  195  5.  Wiley  Investment  Classics,  1995;  new 
edition,  2006. 

I he  Nation.  Review  of  Where  Are  the  Customers'  Yachts ? 
September  21,  1940.  253. 

The  New  York  Times.  “Stories  of  Win.  R.  Travers:  Some  of 
the  Sayings  I hat  Have  Made  Him  Famous;  One  of  the 
Most  Popular  Men  in  the  Metropolis  — Wit  That  Stings 
and  Humor  That  is  Kindly."  March  15,  1885,  3. 

The  New  York  Times.  “William  R.  Travers  Dead:  Final  Rest 
of  a Man  Universally  Popular;  Dying  at  Bermuda  After 
a Long  and  Languishing  Illness  — Sketch  of  His  Career.” 
March  28,  1887,  2. 


TRIVIA  QUIZ 

How  much  do  you  know 
about  financial  history  ? 

By  Boh  Shabazian 

1.  When  did  the  NYSE  have  its  first  million  share 
trading  day? 

2.  In  terms  of  volume,  what  was  the  lightest  trading 
day  in  NYSE  history? 

3.  What  states  do  not  impose  a personal  income  tax? 

4.  Name  two  states  that  do  nor  tax  personal  income, 
but  impose  a tax  on  dividends  and  interest. 

5.  When  did  the  Dow  Jones  Industrial  Average  close 
above  1,000  for  the  first  time? 

6.  What  events  led  to  the  establishment  of  the  National 
Monetary  Commission? 

7.  Who  said,  “What’s  good  for  General  Motors  is  good 
for  the  United  States”? 

8.  Once  a company  files  for  bankruptcy,  it  is  disquali- 
fied from  being  one  of  the  stocks  that  make  up  the 
DJIA.  This  happened  to  General  Motors.  When  was 
GM  added  to  the  Dow  and  what  company  eventually 
replaced  it  in  the  Dow  index? 

9.  What  nationwide  food  chain  was  founded  in  18.59 
as  a mail  order  business  by  tea  and  spice  merchants? 

10.  Why  is  the  Salad  Oil  Scandal,  one  of  the  largest 
financial  frauds  in  history,  largely  unknown? 
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IT’S  YOUR  BUSINESS. 


Join  the  Museum’s 

Corporate  Membership  Program 

Put  your  company’s  support  behind  the 
Museum’s  work  to  teach  financial  empowerment 
using  the  lessons  of  financial  history 

Corporate  memberships  can 
include  the  following  benefits: 

• Free  admission  for  employees  and  their  guests 

• Private  tour  of  the  Museum  for  up  to  50  people 

• Acknowledgment  on  the  Museum’s  website, 

in  Financial  History  magazine,  and  in  all  other 
relevant  publicity 

• Special  invitations  to  Museum  openings  and  events 

• Opportunity  to  rent  Museum  spaces 


MLlStun 

OF  AMERICAN 

FINANCE 


CORPORA™ 

member 

48  Wall  street 

Hew  York,  NV  1000S 

Phone:  212-908-4UO 
Pax-  212-908-A601 

vfinandalWstory.°rg 


•vvwsv.i 


[lie  Money. 


•me 


.power.  The  History- 


For  information,  please  contact 
Director  of  Developmeizt  Jeanne  Driscoll 
at  212-908-4694  or  jdriscoll@moaf.org 


m 


INTERNATIONAL  BOND  & SHARE  SOCIETY 

....  encouraging  Scripophily  since  1978 


BENEFITS  OF  MEMBERSHIP: 

• Three  full  colour  magazines  a year  with  scripophily 
news,  in-clepth  articles,  auction  reports  and  much  more. 

• Membership  Directory  (listing  all  the  names  and 
addresses  of  our  members  around  the  world). 

• Access  to  a members-only  part  of  our  large  interactive 
website  - www.scripophily.org 

• Several  mailbid  auctions  each  year. 

• Free  IBSS  breakfasts  at  the  two  major  scripophily 
gatherings:  Washington,  USA,  and  Antwerp,  Belgium. 


Membership  Fee  (as  of  2010): 
€22  / £18  / $30 


FOR  INFORMATION 


U.S.A. 

Max  Hensley 

116  Parklane  Drive 

San  Antonio  TX  78212 

Tel:  (+1)  650  773  4125 

Scripophilyeclitor@scripophily.org 

REST  OF  THE  WORLD 

Philip  Atkinson 

167  Barnett  Wood  Lane 

Ashtead 

Surrey  KT21  2LR  UK 

Tel:  ( + 44)  (0)1372  276787 

Secretary@scripophily.org 

www.scripophily.org 
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Join  the 


MU$EUM 

OF  AMERICAN 

FINANCE 


Today! 


The  Museum's  membership 
program  plays  a vital  role  in 
the  institution's  exhibition, 
programming  and  financial 
education  efforts.  Join  today 
to  receive  unlimited  free 
admission,  a subscription  to 
Financial  History  magazine, 
invitations  to  members-only 
events  and  a 10%  discount 
in  the  Museum  Shop. 


SHAREHOLDERS 


A Individual,  $55 

-i  One  year  subscription  to 
Financial  History  magazine 

J Free  gallery  admission 

-i  10%  discount  in  the  Museum  Shop 

j Invitations  to  members-only  events 
and  exhibition  openings 

j Monthly  Museum  e-newsletter 

B Student/Senior 
(65  or  over),  $45 

-i  All  individual  member  benefits 

C Young  Professionals  Circle,  $75 

j All  individual  member  benefits,  plus 
free  access  to  monthly  events  in 
the  Young  Professionals  Series  (for 
students  and  professionals  age  21-40) 

D International,  $65 

-i  Individual  member  benefits  for 
members  residing  outside  the  US 

E Family  Membership,  $85 

-i  All  individual  member  benefits, 
plus  free  gallery  admission  for  each 
member  of  the  same  household 


BROKERS,  $85 


J For  academic  and  institutional 
libraries;  1-yr  subscription  for 
publications  and  announcements 


INVESTORS,  $150 


□ All  individual  member  benefits 

□ Includes  a subscription  to 
Smithsonian  magazine  and 
membership  in  the  Smithsonian 


FINANCIERS,  $500 


-i  All  Smithsonian  Affiliate 
member  benefits 

-i  Financier  level  listing  in 
Financial  History  magazine 


UNDERWRITERS,  $1, 


□ All  Smithsonian  Affiliate 
member  benefits 


J Underwriter  level  listing  in 
Financial  History  magazine 


ANGELS,  $5, 


□ All  Smithsonian  Affiliate 
member  benefits 


□ Angel  level  listing  in 
Financial  History  magazine 


To  join  or  renew  your  membership,  please  visit  www.moaf.org/shop/membership 

or  mail  a check  payable  to  the  Museum  of  American  Finance,  48  Wall  Street,  New  York,  NY  1 0005. 

For  more  information,  please  contact  Jeanne  Baker  Driscoll  at  (212)  908-4694  or  jdriscoll@moaf.org. 


Photos;  Alan  Barnett 


Open  Tues.-Sat.,  10  a.m.-4  p.m. 

Admission:  $8  adults;  $5  students/senio 
Kids  under  6 free. 

48  Wall  Street,  New  York,  NY  1 0005 
212-908-4110 

www.MoAF.org 


Financial  Crime,  Chicanery  ai 
Corruption  that  Rocked  Ameri 


Visit  the  Museum  today  to  view  this 
richly  informative  exhibit  about  the 
history  of  financial  scandals  in  America, 
from  William  Duer's  role  in  the  Crash  of 
1 792  through  Lehman's  colossal  downfall 
"Scandal!"  will  be  on  display  through 
April  201 1 . 


MUSEUM 
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